
Foreword 

N INETEEN hundred and forty-one is unique in 
American business annals. Upon its record are 

inscribed the events of the initial year of transition 
from the free American economy of the thirties to an 
economy totally mobilized for war. But such is the 
speed with which change occurs today that 1941 now 
seems almost as strange and far removed from the 
present as do the relatively minor crises of the late 
nineteenth century. 

Two sharply different themes dommate the 1941 
symphony: The high, piercing tones of business-as-
usual and the rumbling bass crescendo of war prepara
tions. A record output of goods and services for 
civilian consumption was produced, while simultane
ously new arms plants were erected, first slowly, then 
in faster tempo. As the Government built stock piles 
of strategic and critical materials, busmessmen and 
consumers sought to cover their wants against the lean 
years to come. 

"While income payments flowed in expanding volume 
to the Nation's producers, each considered wistfully 
those ways and means of avei'ting inflation, which 
would apply to the prices and incomes of others, but 
not to liis own. Hence there was much debate while 
action waited. Meanwhile the price level surged 
strongly upward. As some portions of business in
sisted that their industrial plants could not possibly 
be converted to war output, others undertook conver
sion under incentives applied by public control of the 
scarce materials so essential to war. 

The outbreak of hostilities at the year-end served 
to arrest this division within the economy. Then im
perative necessity welded all business to the common 
task of a maximum war effort. Sacrifice, which all 
sought to postpone, and in so doing only increased, 
now confronts every group within the community. 
Each individual is called upon to bear his share in 

lower living standards or abandoned privilege or 
harder work. 

The experience of 1941 has afforded instruction of 
great significance for both a wartime and a peacetime 
economy. Not only has the nature of the many-sided 
task of the immediate future been clarified, but valu
able guides have been developed and techniques per
fected. At the same time, light has been thrown on 
the darkness surrounding some of the most confusmg 
social and economic problems of the past decade. The 
ability of the Nation to harness its resources to a great 
productive effort is bemg demonstrated. Unemploy
ment need not be a rock upon which the State must 
founder. We now know that in normal times this 
economy can operate withm the confines of its tradi
tional institutions at an efficiency assuring an increasmg 
livelihood for all. 

These and other lessons are to be gleaned from the 
review presented in the following pages. Therein the 
multiple economic developments of the past year are 
set forth in analytical detail, with an eye to the changes 
that are to be expected over the near future. 

The introduction, certain sections, and the editing 
of the whole, are the work of John D. Wilson, who is 
in charge of the Survey. Contributors include Gerald 
J. Matchett (prices), Warren Wilhelm and Millard 
Gallop (industrial production), Edward O. Bassett 
(agriculture, employment and working conditions), 
William C. Shelton (consumption), Frederic C. 
Murphy (inventories), S. Morris Livingston (construc
tion), Albert E. Sanderson (shipping), Donald E. 
Church (railroads), Hal Lary and Elenor Gould (in
ternational trade and finance), and John B. Lindeman 
(federal finance and banking). 

CAEEOLL L . WILSON, 

Director. 
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An Economic Revie^v of 1941 
THE initial stage of the transition to a war economy 

pushed business activity to unprecedented heights 
in 1941. Neither strictly devoted to preparation for 
war, nor to increased output for consumption, the 
economy embraced a combination of both. In the 
resulting general expansion, even the most laggard of 
business shook free the lethargy that had encom
passed it for the past decade. 

The basic influence impeUing business to this new 
peak was the growth in arms expenditm-es. These 
were more than quadrupled during the year, reaching 
a monthly volume of 2 biUion dollars by December. 
But untU the year end the activity they represented 
interfered only to a limited degiee with the normal 
com-se of business. Rather, the growing pui'chasing 
power channeled into the hands of consumers through 
the arms program and the huge private capital outlay 
incident to it, was met by a vast expansion in the 
output of goods for consumption. For the production 
of finished armaments was to a verylargedegreecentered 
in plants newly constructed or newly outfitted, with 
conversion of civUian facUities being undertaken only 
to a limited extent. 

An advance of such general nature and of such size 
was possible only with the utUization of unemployed 
resources—^labor, raw material, and finished plant. 
Each of these had limits—and the first to be revealed 
was the capacity for producing raw materials. By 
the fourth quarter metal suppUes in particular became 
inadequate to support a further increase in armament 
production and essential capital formation without 
restricting the output of consumer durables. Such a 
restriction was then undertaken, but not to a degree 
so drastic as to prevent the establishment of a new 
record consumer durable output for the year as a whole. 

The actual outbreak of hostilities made imperative 
the rapid achievement of the country's maximum war 
potential—the utilization of all avaUable resources 
and the earmarking for mUitary use of the largest 
feasible proportion of output. With this end in view, 
the contributions of the year 1941 can, in retrospect, 
be examined. The great production of consumers' 
goods enabled the Nation to enter a hard struggle 
with the largest consumer stocks in its history—^but 
this was achieved at the expense of only a limited stock 
of finished armaments with which to meet the very 
great demands of a world-wide conflict. Thus, there 
was created the necessity for an immediate and radical 
change in the character of our industrial output—the 
multiplication of war goods many fold and the drastic 
curtaUment of civUian goods in order to realize the na
tional objective. 

Advance in Armament Expenditures. 

Expenditures on the mUitary program had moved 
up at a moderately rapid pace in 1941. The arms 
outlay in July 1940 had been 186 miUion doUars. By 
December of 1940 it had risen to 483 imllion, and a year 
later was at a monthly rate of 2 biUion. But much 
of the advance took the form of increased expenditure 
on light supplies (particularly in the early stages of the 
program), and on construction and industrial equip
ment; only in part did it represent heavier output of 
finished armaments and merchant ships. 

These expenditures and their indirect effects on 
consumer output were reflected in the expansion of the 

Figure 1.—United States War Appropriations (Cumulative) 
and War Expenditures 
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national mcome. From an annual rate of 76 biUion 
doUars in mid-1940, income climbed to an 82-bUlion-
doUar pace at the beginning of 1941. By the final 
quarter of the year it had approached the 100-biUion-
doUar rate For the year as a whole, national income 
stood at the all-time peak of 94.5 biUion dollars, almost 
a fourth larger than the 77.1 biUion of 1940. Though 
approximately one-third of the expansion in 1941 was 
the result of higher prices, the advance in real income 
(or the actual volume of goods and services produced) 
was the most rapid ever recorded. 

Notwithstanding enlarged consumption, the propor
tion of employed resources devoted to mUitary effort 
increased markedly throughout the year. A rough 
measure of the proportion is obtained from the relation 
of armament expenditures to the gross income (i. e., 
the sum of the values of all goods and services produced. 
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including those produced for replacement and deprecia
tion). The 2-billion-dollar defense expenditui'e in the 
first quaiter of 1941 was equivalent to approxnnately 
one-twelfth of the gross income of that period, while 
the 5 2-biUion-dollar expenditure m the final quarter 
was equivalent to between roughly one-fifth and one-
sixth of the larger gross income at that time. 

This was not an inconsiderable gain and approached 
the peak share of resoiuces which the United States 
diverted to military output in World War I. Never
theless, the proportion fell far short of that employed 
by the country's enemies as weU as by its prmcipal 
AUies. 

The attack on this country on December 7, 1941, 
caused an upward revision of aU schedules m prepara
tion for a maximum military effort At the yeai end, 
the President stated that the country must be prepared 
to devote 50 percent of its mcome to the prosecution of 
war, and the budget submitted to Congress caUed for 
an aims expenditure of 56 billion dollars m fiscal year 
1943 

That such an outlay is possible is a tiibute to the 
strength of the Nation's basic resources at the time 
it entered into armed conflict In general, its raw 
materials—agricultural and mmeral—were under the 
most extensive development in its history. More
over, heavy imports from other areas had provided 
stockpUes for mUitary needs of the materials not 
sufficiently avaUable within the hemisphere. Capital 
plant also was in record size, and in such condition 
that a large proportion of the resources ordinarily 
devoted to maintenance and repair (the production of 
which is nicluded in gross but not m net national 
income) could be freed for turning out finished arma
ments. Finally, despite a further decline in reported 
unemployment to under 4 million at the end of the year, 
the labor supply that could be made available for the 
industrial front was adequate to support a further 
expansion of aggregate production while stUl permitting 
the requisite large increase in the armed forces 

Despite the magnitude of these basic resources, 
however, serious obstacles need to be overcome m order 
to realize the goals established by the President. In 
addition to the vast organizational problems involved 
in converting existing civUian durable goods plant to 
the production of finished armaments, certain raw 
material facilities must be further expanded (particu
larly metals and chemicals), the output of machinery 
(especially machine tools) needs to be stepped up 
markedly, the buUding of ships for transport of men 
and supplies abroad must be mcreased tremendously— 
to name but a few of the more formidable tasks. 

Tlie War Program at the End of 1941. 

These and other problems associated with marshaling 
the country's resources for warfare were the concern of 
a complex of administrative organizations established 

by the Government and charged with responsibility for 
du-ecting the National effort Never static, but de
veloping with changing needs and understanding of 
the task, these organizations work closely with the 
Army and Navy, industry, and labor, in implementing 
the economic aspects of the Nation's political and 
mUitary policies. 

Foremost among such orgamzations throughout 1941 
was the Office of Production Management, successor 
early in January 1941 to the National Defense Advisory 
Commission, and charged with the task of expediting 
the mUitary preparedness program. This agency was 
reorganized on January 16, 1942, as the War Production 
Board, and to the head of the latter organization was 
delegated the wide authority believed necessary to step 
up the mUitary procurement program to the rate 
desired. 

The program which the War Production Board and 
its predecessors was called upon to develop was not 
confined to vast arms supplies for the United States. 
To these were added after March 11, 1941 (by passage 
of the Lend-Lease Act), large miUtary requirements of 
those nations then opposing the Axis. From June 11, 
1940, thi-ough 1941, a total of 76.5 bUlion doUars— 
more than twice the arms expenditure by the United 
States in World War I—^had been appropriated or 
authorized by Congress for mUitary purposes. More 
than two-thirds of this aggregate was the result of acts 
passed in 1941 

Table 1.—United States Government Financed War Program, 
by Object, as of December 31, 1941 

Item Millions 
of dollars 

76,473 

49,851 
13,249 
16, 593 
9,605 
3 129 
7 278 

15, 386 
7,931 
6,063 
1,392 

11, 233 
2,399 
1,522 
4,223 
3,089 

Percent of 
total 

100 0 

65 2 
17 3 
21 7 
12 6 
4 1 
9 5 

20 1 
10 4 
T9 
1 8 

14 7 
3 1 
20 
5 5 
4 0 

Total 

Munitions production, total 
Airplanes, pirts, and accessories 
Ordnance 
Naval ships 
Merchant ships 
other munitions and supplies 

War construction, total 
Industrial facilities (land, buildings, and equipment) 
Posts, depots, stations.. 
Housing 

Nonmunitions, total 
Stockpile 
Agricultural c\ports (lend-lease) 
Pay, subsistence, and travel 
Miseollancous nonmunitions 

Source War Production Board 

Accoidmg to the appropriations, this tremendous 
sum was to bo allocated in a general way among the 
uses set foith m table 1. Moreover, as of November 
30, obligations totaling 47 4 bUlions had been under
taken. 

Basic to the advance in arms output duiing 1941 
and for subsequent periods was the plant constiuction 
program, for as already suggested, the conversion of 
existing consumer goods facUities to military use was 
limited prioi to 1942. Even as early as 1940 facUities 
for pioducing finished armament were bemg expanded, 
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chiefly by reason of some 3 billion dollars of contracts 
for war material awarded by the British and French 
Go"^ernments to American companies. But this in
crease was altogether inadequate when iudged by 
standards of modern warfare. Hence the Nation im
mediately faced the necessity of constructmg a complex 
of new armament industries. Airciaft, naval constiuc
tion, tanks, guns, and ammunition-—all were to undergo 

Figure 2.—^Value of Defense Contracts for Industrial Facili
ties Financed With Government and Private Funds 
Through November 1941 
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an expansion which was little short of staggering m its 
implications.' 

Moreover, it became apparent—in some cases at an 
early date and m others only as the program matured— 
that existmg raw material facUities would prove inade
quate In part, these shortages were a heritage of the 
previous decade For widespread unemployment and 
underutilization of existing plant had curbed the growth 
of raw material supplies that might otherwise have been 
expected. But an equally important factor was the 
changing pattern of final output 

War goods consist m great part of dm able commodi
ties containing laigc metal content and of materials em
bodying various chemicals. Moreover, the expansion 
of consumei demand which followed upon increased 
Government expendituie was the heaviest among the 
consumer duiablcs, and these lequiicd materials di
rectly in competition with aimaments. 

It thus became necessaiy to expand greatly the sup
plies of various metals and chemicals. This was under
taken through construction of new capacity at the 
various stages, as weU as the stepping up of impoits 
wherever possible. 

' For a detailed discussion of these new defense facilities, see the article in the Sur
rey of Current Business, November 1941, p 10 

An idea of the magnitude of these new mdustiies may 
be obtained from table 2, which piesents the aggregate 
value of the contiact awaids foi new war facUities near 
the year end Altogethei, commitments of appro.xi-
mately 7 billion dollars had been made At that tune 
the awards for capital plant in the an craft and ammu
nition industries were 1 and 1 2 billion doUars respec
tively (the equivalent of the net asset value leported by 
the automobile industiy at the outset of 1939), while 
slupbuildmg plant was to cost more than 800 mUlion 
Of the raw mateiial facUitics, the chemicals and non 
and steel products showed the largest piospective out
lay (1 2 bUlion and 800 mUlion), followed by nonferrous 
metals (610 mUlion), the laigest increase ol the latter 
occurring in aluminum and magnesium Of couise, the 
contract awards presented m table 2 by no means give 
the total wartime capital outlays expected to be made 
in those mdustiies. The enlarged program announced 
after the outbreak of war caUed for a fuither substan
tial increase m the investment to be made in each in
dustrial group, as well as sizable outlays for the conver
sion of consumer durable goods plant to wartime 
output. 

Table 2.—Government and Privately Financed Contracts for 
Industrial Facilities for War O u t p u t ' 

[Thousands of dollars] 

Item 

Chemicals (including explosives). . . 
Products of petroleum and coal .- _ ._ .._ . 
Iron and steel products 
Nonferrous metals and products 
Ammunition, shells, bombs, etc 
Guns 
Aircraft _ . . . . 
Ships and ship repau' _. - . 
Vehicles and tanks ._ _ 
Machinery (e\cept electrical) _ — 
Electrical equipment _ . 
Miscellaneous manutacturing . ._ 
Nonmanufacturing 

Total . . -

Govern
ment 

financed 
(through 
Dee 31, 

1941) 

1,073,689 
36, 792 

658, 560 
448, 667 

1,131,418 
353, 272 
903, 227 
814,306 
137,955 
206, 957 
24, 538 
96, 050 

5,885,447 

Privately 
financed 
(through 
Oct 31, 

1941) 

76,003 
22,843 

186,671 
161,320 
39, 990 
28,454 
99, 325 
27,092 
19,670 

132,108 
19, 554 
49, 342 

184,873 

1,047,845 

Total 

1,150, 292 
59, 635 

845,231 
609, 987 

1,171,408 
381, 726 

1,002 562 
841, 388 
157, 835 
339 065 
44, 092 

145, 39S 
184,873 

•6, 933, 292 

1 Government financed represent definite commitments (contract awards and 
letters of intent) of $25,000 or over, excluding $378 000,000 committed for purchase of 
machine tools by War, Navy, and Defense Plant Corporation and excluding Hecon
struction Finance Corporation loans (contracts) for pilot training program and 
w orking capital 
Source V, ar Production Board 

A unique and significant feature of this vast indus
trial expansion for military pioduction was the method 
of its financing Funds for five-sixths of the total 
shown m table 2 were being provided by the Govern
ment under varying conditions of ownership. In 
general, the Army and Navy advanced f imds and held 
outright ownei-ship to the finished aimament facUities 
(excepting aircraft) and ceitam specialized law ma
terial plant (chemicals for example) Private financing 
and ownership was more extensive with metals facilities 
and machinery plant Here, too, however, the Govern
ment participated heavily. 



6 SURVEY OF CURRENT BUSINESS February 1942 

The Defense Plant Corporation, a subsitUary of the 
Reconstruction Finance Corporation, had loaned 2.0 
bUlion dollars by December 31, a large part of which 
represented outlay for raw material plant. Most of 
the public financing of aircraft facUities was also carried 
out through the Defense Plant Corporation. WhUe 
tlus latter agency held title to facUities it financed, the 
contracts stipulated that plant management was to 
have an option to purchase withm a certain time period 
at cost less depreciation. 

General P lan t Expansion in 1941. 

The actual capital outlay on manufacturing facUities 
in 1941 was around 4.5 bUUon doUars. This investment 
was an aU-time high, the previous peak having been the 
3 2-bUlion-doUar outlay in 1920, a year of exceptionaUy 
high prices. Expenditure in 1918, the heaviest for 
World War I, was 2 5 bUlion, slightly more than the 
2.3 biUion in 1940. 

WhUe manufactm-mg capital outlay m 1941 was 
predominantly in industries connected with war output, 
investment in lines serving civilian needs also was 
sizable Roughly one-half of the total occurred in 
direct war industries, with various ordnance indus
tries (620 miUion dollars), aircraft (500 mUlion), chemi
cals (525 million), and shipbuUdmg (450 mUlion) m 
the vanguard. The aircraft outlay represented one of 
the most rapid growths of any major industry on 
record, as capital expenditure during 1941 alone was 
roughly 6 times the total investment recorded for the 
industry up to 1939. 

Basic mdusfcnes producing for both mUitary and 
civUian use accounted for about one-fourth of the 
manufactm-mg capital outlay, with capital expendi
tures in iron and steel (520 mUlion—the heaviest in the 
history of the industry), the nonferrous metals (300 
mUlion), and machinery (300 mUlion), of particular 
importance. 

The remammg fourth of the total outlay went into 
those industries which stiU were principally engaged m 
meeting civUian needs. Rising consumer income and 
demand after mid-1940 encouraged capital additions m 
many ci"vUian lines. This capacity expansion con
tinued untU growing scarcity of materials and machin
ery after mid-1941 graduaUy rendered it impossible 
without priority assistance. Such aid, however, was 
formally denied by a ruling of the then-existing Supply, 
Priorities, and AUocation Board. 

Notwithstandmg these material difficulties, the food 
and kindred products industry made its heaviest capital 
outlay since the late twenties (320 mUlion). TextUes, 
apparel, and related products (180 mUlion dollars), 
automobiles (180 million), and pulp and paper (80 

mUlion), also made substantial outlays. The pulp and 
paper industry (and to some extent the food industry) 
was typical of certain lines that found it necessary to 
expand domestic plant because imports were excluded 
from beUigerent areas. 

Heavy Capital Formation in Other Lines 
Though the increase in capital outlay durmg 1941 

was most extensive in manufacturing, capital forma
tion in aU other sectors of the economy rose appreciably, 
and m many instances was the largest on record AU 
in aU, gross capital formation ^ amounted to 27.9 
biUion doUars, as contracted with 17.7 bUlion in 1940 
Figure 3.—Gross Capital Formation in the United States 
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and 19.4 biUion m 1929, the previous peak Moreover, 
addition of a record consumer durable output valued at 
10 bUlion (1940 output equaled 8.3 bUlion and m 1929 
the value was 9.2 bUlion) carried the total of aU pro
ducers' and consumers' capital produced to 37 9 billion 
dollars. 

Construction Up Sharply. 

Here again the special demands of wartime were 
du-ectly responsible for a large share of the expansion. 
For example, new construction totaled 10.8 bUlion 
dollars, about the equivalent of that in 1929. But 
the major increase was in public construction, 
which m addition to the regular types, included the 
heavy armament plant building and large construction 
of fortifications, air bases, barracks, and other mUitary 
works. SimUarly, not a little of the tremendous pro-

« Gross capital formation, as it is here used, mcludei> the production of all producers' 
goods, tbe production of durable armaments, the net mcrease in buslniss Inrentory, 
and tho net addition to the Nation's claims on foreign countries. 
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duction of equipment—11 7 biUion doUars in 1941 as 
against 6.7 biUion in 1940—consisted of such war 
material as aircraft, tanlis, and the hke. A good part 
of this latter material also was exported to other coun
tries and helped sweU the volume by which exports 
exceeded imports. 

The armament program exercised a more indirect 
influence on housing construction and on the output 
of consumer durables. Labor migration increased 
greatly during the year as the rise of new industries 
made necessary some redistribution of the labor force. 
The new housing required by this movement was sup
plemented by an additional heavy demand stemming 
from rising consumer incomes, and the 1941 outlay on 
new residential construction advanced to 2.7 bUlion 
dollars, a third more than a year earUer. Other con
sumer durables also felt the influence of enlarged 
incomes, and as shown in more detaU below, produc
tion in most lines was in record or near-record volumes, 
even though raw material shortages restricted output 
throughout the fourth quarter. 
Large Investment in Railroads, Utilities. 

Investment was again sizable even in those industries 
whose operations consistently faded to recover sub
stantiaUy during the last decade. An outstanding 
illustration in this respect was the raUroads. After a 
decade of marked secular declme, the heavy mdustrial 
activity of 1941 expanded carloadmgs of the carriers 
some 16 percent over the 1940 total, with peak loading 
of 922,884 cars in the week ended October 18 (up 10 per
cent from the peak week in 1940), while passenger traffic 
iacreased almost one-fourth. Such activity improved 
the financial position of the roads materiaUy. With 
operations already pushing toward the limit of equip
ment capacity, and a further increase in demand to 
be thrust upon them in 1942, the carriers expanded 
their investment outlay a third to approximately 600 
miUion doUars for 1941 as a whole. Even this expen
diture f eU short of that which they sought to undertake, 

for material shortages retarded the production of needed 
raUway equipment. 

SimUarly, the telephone mdustry undertook a capital 
outlay of 550 miUions, as compared with 400'million 
in 1940, whUe private electric-power companies made a 
capital expenditure of 565 mUlion dollars. In the latter 
instance, new instaUation of generating capacity was 
one of the largest on record, though delivery of equip
ment feU behind schedule because of competing ma
chinery demands. Here again, kUowatt-hour sales 
which were up 12 percent in 1941 are being further 
extended this year. 

Heavy Inventory Accumulation. 

StUl another form of capital formation which in
creased in 1941 was the accumulation of inventories. 
This movement started at the outbreak of war in 1939, 
was interrupted only during the first half of 1940, and 
contmued throughout the past year. For the year as 
a whole, the total value of aU inventories increased 
almost one-third, or 6.1 biUion doUars as valued by the 
reporting companies. While a considerable part of the 
increase is accounted for by rismg prices (the whole 
inventoiy bemg revalued at the higher price), the 
additional increment of physical stocks was one of the 
largest of the past decade. In terms of current prices, 
this additional increment was valued at 2.5 bUlion 
dollars. 

Especially did manufacturers' inventory increase, 
expanding by 3.9 bUlion, though stocks held by retaUers 
and wholesalers also were enlarged considerably. Much 
of the advance was the normal accompaniment of a 
rising level of output and consumption. But forward 
buying also was extensive, both. in anticipation of 
higher prices and in fear of material shortages. 

The movement of incoming busmess reflected this 
forward buying in some measure. The ind ,x of manu
facturers' new orders clunbed to 229 (January 1939= 
100) in June, with buyers seeking to obtain the most 

Table 3.—Gross Capital Formation, Private and Public 1929-41 

[Billions of dollars] 

Item 

othS .„ . . . :".::::::::::: . : :: . : :::--::::: 

Total new producers' goods (including war equip-

Consumer durables (passenger cars and household goods)... 

1929 

10 7 
8 3 
3 6 
2 4 
2 3 
2 4 
2 4 

5 6 

le 3 

+ 0 4 
+ 2 7 

19 4 

9 2 

28 6 

1930 

- 8 4 
6 6 
1 8 
2 0 
1 8 
2 8 
2 8 

I 8 

13 0 

+ 0 6 
- 1 2 

12 4 

7 0 

19 4 

1931 

6 3 
3 S 
1.6 
1 2 
1 1 
2 5 
2 6 

2 9 

9 2 

+0 2 
- 2 3 

7 1 

6 3 

12 4 

1932 

3 6 
1 8 
0 6 
0 5 
0 7 
1 8 
1 8 

1 6 

6 2 

+ 0 1 
- 2 0 

3 3 

3 3 

8 6 

1933 

2 6 
1 3 
0 4 
0 4 
0 5 
1 2 
1 2 

i 5 

4 0 

+0 2 
+1 6 

6 8 

3 4 

9 2 

1934 

3 0 
1 6 
0 6 
0 5 
OS 
1 4 
1 6 

2 3 

5 3 

+ 0 6 
+0 3 

0 1 

4 4 

10 5 

1935 

3 6 
2 0 
0 9 
0 5 
0 G 
1 6 
1 4 

3 i 

e 6 

+0 2 
+& 3 

7.1 

6 5 

12 8 

1936 

6 1 
2 9 
1 4 
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0 1 
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10 7 

+0 8 
+1 3 

12 8 

7 0 
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1940 

7 1 
4 4 
2 3 
1 1 
1 0 
2 7 
2 1 
0 6 
7 6 

14 6 

+1 3 
+ 1 8 

17 7 

8 3 

2«0 

1941 

2 7 

5 6 
2 2 
3 4 

12 fi 

23 4 

+ 2 0 
+ 2 5 

27 9 

10 0 

37 9 

Source U. S Department of Commerce 
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rapid deliveiy possible; then as Government restiic-
tions became more widespread, the index declined 
somewhat m the autumn months Accumulation m 
manufacturers' hands took the foim of raw materials 
and goods in process (as defined by the holder) ex
clusively, as manufacturers' finished goods inventory 
actually declined somewhat over the year. 

Contrary to the experience m both 1937 and 1939, 
however, inventory accumulation m 1941 played a 
decidedly secondary role to other factois in mducing 

Figure 4.—Indexes of Value of Manufacturers' New Orders, 
Shipments, and Inventories 
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Source V S Department of Commerce Data for December 1941 were not avail 
able in time to include them In this chart. 

the general expansion of employment and income 
The significance of the movement last year lay chiefly 
m its influence on the amount and distribution of sup
plies. Inventories stocked m excess early in the year 
could be of later use as real consumption rose and 
capacity operations precluded much further expansion 
of raw material output. But continuation of specula
tive buying late in 1941 merely accentuated shortages 
and caused maldistribution of such raw materials as 
steel and the nonferrous metals. Priority and other 
inventory controls were directed increasingly toward 
eliminating this, situation, though it still existed at the 
year end. 
Increase in Export Trade Balance. 

An increase in the net claim against foreign coun
tries also helped to swell the total of gross capital 

formation. Net claims were estimated to have been 
about 2.0 biUion dollars last year, 0 7 bUlion higher 
than in 1940. As in previous years, by far the laigest 
credit item of the Nation's balance of payments was 
in merchandise trade This moved from approximately 
1 4 bUlion doUars m 1940 to 1 8 biUion m 1941 

To an increasing extent the flow of trade became an 
mstrumcnt of national policy. Under these condi
tions, both exports and imports rose withm the year 
to the highest level since the latter twenties, but the 
advance in expoits was the more substantial On 
March 11, enactment of the first Lend-Leasc Act ic-
moved the financial fetters threatening to ictard 
shipment of armaments, raw" mateiials, foods, and 
other necessary commodities to the British Empire 
Exports to this area thereafter inci eased steadily. 
Movement of goods to Latin America also expanded. 
That region became more and more dependent on the 
United States for commodities formerly supplied by 
areas cut off by the spread of war, and this Nation made 
it a matter of stated policy that Latin American coun
tries should receive materials and finished goods m a 
volume necessary for the smooth functioning of then 
economies 

In December 1940 expoits totaled 315 million dollars. 
But by December 1941 they had advanced to 635 
miUion and were growing rapidly. The 12-month 
aggregate reached 5.0 biUion dollars, 28 percent above 
the like period m 1940. 

Likewise, imports for consumption rose from 238 
mUlion in December 1940 to a peak of 281 mUlion in 
May. The September volume was 265 million. Gi ow
ing raw material needs m keeping with rising produc
tion, as well as stockpUing of many strategic materials 
before the outbreak of war, provided the impetus for 
this advance. Even so, the 12 months' total of 3.2 
bUlion doUars (28 percent above a year eailier) fell 
short of what it would have reached had not a shoi tage 
of shipping facUities provided a serious limiting factor. 

The Changing Pattern of Output and 
Consumption 

The foregoing review of gross capital formation gives 
some understanding of the extraordinary stimulus to 
business activity provided by arms expenditure The 
movement of production within the year reflected even 
more widely the direct effects of this stimulus as well as 
the indirect influence it exercised through expanding 
consumer income and demand. On the other hand, m 
sharp contrast to any other period since Woild War I, 
the mfluence of demand on industrial outjrnt became 
generaUy of decieasing importance, particiUarly after 
the middle of the year. Supply considerations more 
and more were the factors limiting the advance m pro
duction, as capacity operations were reached in key 
raw material hnes and imports could not be further 
expanded. 
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Withm the year 1941, the Fedeial Reserve's adjusted 
mde.x of industrial production rose from 139 to 168— 
a lecoid advance of more than one-fifth. As compared 
Avith the second quarter of 1940, output at the conclu
sion of 1941 was about half again as large. The 
above discussion of capital formation has suggested 
the lapiditj'- of the expansion m durable goods output. 
The latter Avas augmented fm-ther by a very heavy 
demand foi consumer durables, so that the production of 
durable goods as a whole rose more than a third; 
wheieas, tho pioduction of nondurables rose at about 
half thai rate, or one-sixth. 

As shown ill the more detaUed discussion of produc
tion below, very significant changes took place in the 
pattern of output during the year Until July, produc
tion advanced freely as slack capacity m raw material, 

Figure 5.—Indexes of Production of Manufactures, Adjusted 
for Seasonal Variations 
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macluneiy, and civUian consumer goods hnes was 
taken up; new arms plants began activity, and im
ports of essential raw materials increased. After July, 
howevei, the pace of the industiial advance was re-
taided Metal supplies could then be expanded but 
slowly, fuither increases hmgmg in the main on addi
tions to capacity Textile activity rose to the highest 
levels then practicable, with wool supplies limited, silk 
shut off, and cotton consumption almost twice the 
average ol the last decade. Reports from other indus
tries read simUai-ly—either operations at plant capacity 
or giowmg inability to obtain necessary raw materials. 

The Growth of Priorities. 

Meanwhile, the steady expansion of arms output 
which followed completion of new facilities through
out the second half of 1941 further intensified many 
raw material shortages. Particularly m the metals 
was this true, since the record production of consumer 
durables and large capital formation (much of it directly 
for defense) used these materials in competition with 
arms manufacture. 

To assure a rational distribution of any scarce mate-
•t 19097—42 2 

rials, a priorities program had been inaugurated m the 
autumn of 1940 Under the administration of the 
Office of Pioduction Management (as a lesult of legis
lation to that effect), the system of priorities evolved 
during the year from a simple procedure with limited 
ends, to a complicated mechanism by means of which 
not a smaU proportion of the Nation's basic resources 
was allocated between a variety of competing demands. 
This mechanism changed constantly as shortages be
came more extensive and admmistiative experience 
clarified the nature of the task 

At the outset, prioiities ceitificates were issued to 
producers of finished arms who sought immediote 
delivery of necessary materials or machinery The 
different types of arms themselves were even at an 
early date m competition with one another for such 
scarce items as machine tools, aluminum, and magne
sium. Some order of precedence was required, and 
this was achieved by the grantmg of preference ratings 
to the various arms At tbe same time, materials or 
equipment that became scarce were placed under 
priority control by issuance of orders regulating their 
distribution Thus, priority regulations early required 
producers of the material or equipment m question to 
accept aU orders for which preference certificates had 
been issued and to fill such orders before delivery 
was made on unrated orders 

As scarcities became more widespread, the materials 
and equipment placed under priority status expanded, 
the number of commodities given preference ratings 
increased, and the detaU m which priorities governed 
the distribution of scarce materials was enhanced. 
Not only finished arms were given preference ratings, 
but capital equipment necessary for the eflicient func
tioning of an armament economy was also granted 
such a rating—freight cars, trucks, canning machinery, 
steel containers, health supplies, essential housing, 
were examples 

Manufacturers of commodities receiving a prefer
ence rating originaUy obtained such a rating for each 
scarce material or piece of equipment placed under 
priority status. However, as the number of scarce 
materials increased, blanket ratings were issued to 
producers enabling them to apply for any quantity of 
tho scarce materials they deemed necessary to their 
operations. Where only part of a manufacturer's 
activity was devoted to producing goods for which he 
had been granted a blanket rating, the rating apphed 
to that fraction. 

In the case of a few commodities—alummum, cer
tain machine tools, serve as examples—^preference rat
ings were issued to cover the entire supply; hence, for 
practical purposes the material was completely allo
cated. But m most cases, a sizable fraction of the 
supply was left free to be distributed by its producers 
as they saw fit. Under such circumstances inventory 
accumulation was difficult to prevent and an equitable 



10 SUR^rEY OF CURRENT BUSINESS February 1942 

distribution of materials between competing civilian 
industries was not realized. 

This difficulty was partially overcome by two 
developments: m some cases the output of certain 
finished consumer goods was specificaUy limited by 
priority order; m other instances, the order placing a 
raw material under priority status provided for cur
tailed shipments of the material to specified civUian 
users. 

Thus, manufacturers of electrical applicances, auto
mobUes, silk goods, civilian woolen goods, and a number 
of other commodities were ordered to limit their pro
duction to a fraction of their output m a selected base 
period. Over the course of the second half of 1941 
this fraction was steadily decreased, until in a num
ber of cases output for civilian use was on the way to 
being completely eliminated. 

Figure 6.—Indexes of Sales of Retail Stores and Income 
Payments, Adjusted for Seasonal Variations 
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The ordeis placing such materials as copper, zmc, 
tm, lead, and rubber, under priority control limited 
shipments to manufacturers of specified civUian goods 
to a fraction of the volume they had received in a 
stated base period. Output of many civilian goods 
was automaticaUy cut (and in some cases eliminated) 
by this procedure. 

The priorities mechanism at the year end was still 
undergoing considerable levision. The proportion of 
the total supply of important materials for which 
preference ratings were granted was not always laiown. 
The use of "blanlcet ratings" made such knowledge 
impossible to obtain without a more detaUed forecast 
of the volume of output and its raw material compo
nents. Moreover, that portion of scarce raw materials 
available for free distribution was not used in the most 
rational manner. 

Gradually, however, the prioiities system was work
ing toward a complete aUocation of important mate
rial supplies, not only among mihtary uses, but also 
among all essential civilian needs. Such an alloca
tion was especially necessary in respect to the metals, I 

for the eiUarged arms program announced by the Presi
dent at the start of the new year clearly would require 
most avaUable metal supplies either for arms production 
or for essential capital formation. 

Record Consumption Despite Cut at Year End. 

Notwithstanding severe restrictions on the output of 
consumer durables toward the year end, consumption 
on both an absolute and a per capita basis was the 
highest m the Nation's history during 1941. Increased 
purchasing power placed in consumer hands by arms 
spendmg and heavy private capital formation led to 
consumer expenditures for aU goods and services of 
approximately 74 bilUon doUars, whereas in 1940 the 
total had been about 65 bUlion. Some of this advance 
merely represented higher prices, of course The gam 
m real consumption was estimated to have been nearly 
10 percent. As compared with 1929, real income in 1941 
had expanded almost 20 percent, and per capita income 
was up 11. 

It has already been pointed out that the largest con
sumption gams occurred among consumer durables, the 
demand for which fluctuates most -widely with changes 
in the level of income. Buying of most nondurables 
also rose in 1941, though in smaller degree, as sho^vn in 
the more detaUed discussion of consumption below. 

For the year as a whole, the volume of consumption 
was in line with that which, on the basis of past rela
tionships, should be expected, given the laige mcome at 
the command of consumei s. However, the movement 
of sales within the year deviated quite widely fiom the 
usual seasonal pattern, as consumers at certain stages 
undertook forward buying, then relaxed theu- pm-chas
ing. Thus, after a fairly normal movement thioughout 
the first half year, a combination of the elimination of 
silk imports, a growing appreciation of the extent of 
raw material shortages, and anticipation of piice ad
vances due to Federal excise taxes and other reasons, 
led to extraordinarily heavy buying in the third quar
ter. The pick-up m sales during the fourth quarter was 
then smaller than usuaUy occurs. Again in January of 
this yeai', the announced curtailment of wool for civU
ian use, as well as a host of other limitation ordeis, 
unleashed a flood of consumer buying for inventory 
which carried sales to record peaks for that month. 

At the year end, the pattern of consumption was 
being altered drastically, and it was evident that the 
volume of goods available for purchase by consumers 
dm-ing 1942 would be decidedly reduced. Expenditure 
on all consumer durables, other than housing, in 1941 
was around 10 billion dollars. With the exception of 
furniture and certain other selected household items— 
a small proportion of the total—these commodities will 
be produced in much smaller volume for civilian use 
during 1942. Fourth-quarter 1941 sales of electrical 
appliances and automobUes already were declining, 
though in part this reflected forward buying by con-
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sumers in earlier months. Buying of most nondurables 
(with the exception of silk) contmued to be heavy. With 
the announcement of the restriction on woolen output 
for civilian use and the issuing of a host of additional 
orders limitmg production in many other civUian lines, 
purchasing at the first of the current year again rose to 
an unusual volume. Stocks were ample to meet this 
consumer inventory demand, but it was clear that con
sumption of nonrlurables also must decline in coming 
months. 

The National Income 

The developments set forth above are summarized 
most comprehensively in the movement of the national 
income. In 1941, the national income rose to 94 5 bUlion 
dollars (preliminaiy estimate) from 77 billion in 1940. 

Figure 7.—^National Income in Current and 1935-39 Dollars 
and Per Capita Income in 1935-39 DoUars 
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As earlier suggested, about a third of the advance was 
the result of higher prices; in terms of 1940 prices the 
income for 1941 was 89 bUlion dollars. 

On any basis the 1941 income was a lecoid. It ex
ceeded the previous peak of 83.4 billion doUais in 1929. 
In real terms, 1940 had been the previous high. However, 
iu contrast to 1929 (for the sake of a longer term com
parison at relatively high levels of activity) the aggre
gate real income in 1941 had risen almost one-third, 
whUe the per capita real income had advanced 20 
percent. 

The discussion of output has suggested that the 
largest gains among the various industrial components 
of the national income were to be expected in construc
tion and in manufacturing. Income originating in these 
sectors of the economy rose 48 and 37 percent, respec
tively. Income originating in agricultin-e expanded 
40 percent, but as explained below, a much larger 
pioportion of this advance was the result of higher 
piicos rather than increased output. Other industrial 
groups shared the increase, withincome from mining up 
almost a fom-th and that from transport rising a fifth. 
Smaller gains were evident for the utilities, finance, and 
service, as should be expected. On the other hand, the 

war emergency brought an unusual expansion (16 per
cent) in the mcome onginating m government. During 
1941 this component contributed one-eighth of the total 
national income, only less than the 29 percent con
tributed by manufacturing and the 14 percent con
tributed by trade. 

Table 4.—^National Income by Industrial Division, 1940 and 
1941 

[BiUions of dollars] 

Industrial Division 

Total national income 

Agriculture 
Mmmg 
Manufacturing 
Contract construction. 
Transportation 
Power and gas 
Communications 
Trade -
Finance.. 
Government 
Service 
Miscellaneous . 

1940 

77 1 

5 3 
1 7 

20 1 
2 5 
5 i 
1 5 
1 0 

11 6 
6 8 

10 2 
7 4 
3 6 

94 5 

7 4 
2 0 

27 6 
3 7 
G 4 
1 6 
1 1 

13 2 
7 i 

n 8 
80 
4 4 

Percentage 
increase 1941 

over 1S40 

22 6 

39 6 
17 6 
37 3 
48 0 
18 5 
6 7 

10 0 
13 8 
8 8 

15 7 
7.3 

22 2 

Source U S Department of Commerce 

Profits, Farm Income Up Sharply. 

The mcome flowing to each of the functional gioiips 
cooperating m its production also increased in 1942. 
Corporate profits, according to tentative estimates, rose 
markedly with the rise in the production volume. 

The profits gain was particularly impressive masmuch 
as corporate taxes had been raised sharply by the Reve
nue Acts of 1940 and 1941. Thus, in calendar year 
1941, corporation mcome and excess profit tax collections 
had doubled (as compared with 1940) to a total of 2 6 
bUlion doUais. In fiscal year 1942, receipt of 4 billion 
was expected by the Treasury. 

Wage rates were also mcreased during the final three 
quaiters of the year, almost tliree-fifths of the workers 
m manufactuiing having received an advance which 
averaged 8.5 percent. Coupled with more widespread 
employment and longer woiking hours this meant a 
sharp rise m employees' income which, in the aggregate, 
was offset oiUy m part by the rise in the cost of livmg 

From the record of the year, it was apparent that 
industry as a whole operated much more efficiently 
(when measured m terms of unit costs) at a high level 
of output. Many costs change but little in the aggie-
gate as output expands; hence, the unit cost of produc
tion declines. At the same time, of course, many 
prices rose. These factors, along with other economies 
of large scale production and larger sales volumes, 
resulted in the exceptional profit volume of 1941. 

One aspect of interest in connection Avith the in
creased earnings was the faUure of the security markets 
to react from their depressed state. Notwithstanding 
the record profits and dividend payments as heavy as 
had occurred since 1937, the average price of shares 
listed on the New York Stock E.xchange was 15 percent 
lower in December 1941 than a year earlier, and when 
compared mth 1937 and 1929, the year showed a 
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decline of about one-third and two-thirds, respectively. 
In the eyes of traders and investors, the uncertamties 
in regard to long-run business prospects more than 
offset the current high earnings. That considerable 

Figure 8.—Percentage Increase, 1941 from 1940, in National 
Income by Major Sources 
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agreement existed in this regard was evident from the 
volume of shares traded—the smallest since the last 
war. 

T a b l e 5 . — N a t i o n a l I n c o m e b y D i s t r i b u t i v e S h a r e s , 1940 a n d 
1941 

[Billions of dollars] 

Item 

Total national income 

Totarcompensation of emplojees 
Salaries and wages 
Total supplements to salaries and wages 

Work relief wages ' 
Social Security contributions of employers '. 
Other labor income ^ 

Net'income of incorporated business . 
Duidends to stockholders, net 
Business siving*^ 

Net income of unincorporated business * 
Agriculture.. 
Other 

Interest (net) 
Net rents and royalties 

77 1 

52 6 
48 9 
3 7 
1 6 
1 3 

7 

5 6 
4 3 
1 3 

II 5 
4 4 
7 1 

5 2 
2 2 

94 5 

64 7 
61 1 
3 6 
1 2 
1 G 

S 

7 3 
4 6 
2 6 

14 6 
G 2 
5 4 

5 3 
2 5 

Percentage 
mcrease 1941 

over 1940 

22 G 

23 0 
24 9 

- 2 7 
-25 0 

23 1 
14 3 

30 4 
7 0 

100 0 

27 0 
40 9 
18 3 

1 9 
13 6 

' Includes pay rolls and maintenance of Civihan Conservation Corps enrollccs 
and pay rolls of employees on Federal Works Program projects 

' Includes, also, contributions to Railroad Eotircment and XInomploymont Com 
pensation funds 

3 Pension payments under pruate plans and under sjstems for Government 
employees, compensation for industrial injuries, etc 

<iInoludcs remuneration to ow ners for the labor and capital they contribute 

Source tl S Department of Commerce 

Faimers were the group actuaUy receiving the largest 
income gain—an advance of two-fifths over 1940. 
Here again, an income that had lagged since the latter 
twenties topped the 1929 volume by more than a tenth. 
The farmer benefited especially from a government 
program designed to raise agricultural prices, though 

his aggregate output was also up slightly (see the 
discussion on agriculture). 

On an absolute basis, of course, the bulk of the income 
gam was received by employees Aggregate salaries 
and wages expanded a fourth as a result of the com
bined infiuence of increased employment, higher wage 
rates, and longer hours Roughly two-thirds of the 
higher income was paid out in the form of compensa
tion to employees; so the proportion of the total income 
represented by that component remained unchanged in 
1941. On the other hand, the increase m such long-
term contractual incomes as interest payments and net 
rents and royalties was of course much smaUer than 
with other types of income (2 percent and 14 percent, 
respectively); so the proportion of the total income 
represented by these groups declined 

Commodity Prices 
The advance of Government spendmg and its direct 

and indirect effects on production and consumption 
exerted a profound influence on the structure of com
modity prices durmg 1941. As shown in the foregoing 
review, arms expenditures produced a vei-y general 
expansion of business activity. AU lines moved ahead, 
for though the Government increased taxes very 
markedly, it financed more than a fifth of its total expen
ditures through expansion of bank credit. Moreover, 
the sizeable volume of private capital formation also 
resulted in a heavy expenditure of investment funds 
made available through the banking system or from 
accumulated balances 

Tho limits of this general expansion were discussed 
above. Suffice it to say heie that m very many in
stances operations rose to plant capacity, and output 
could not be further expanded, though demand con
tinued to increase In other cases—particularly with 
imports—transport proved to be a bottleneck, and m 
others, scarce skUled labor was the limitmg factor. The 
net result of these mfluences was an extraordmary 
piessure on prices At the same time, a number of 
special circumstances also were operating to increase 
the price level The most important of these was the 
Government's progiam m respect to farm output and 
pi ices, while stUl another factor was tho general advance 
in wage rates. 

Under aU of these pressures, the slight price increase 
m the latter part of 1940 gave way in 1941 to the most 
general and substantial advance since the period im
mediately foUowing World War I. Wholesale prices 
rose 17 percent from December 1940 to December 1941, 
while the cost of livmg moved up one-tenth. 

At the year end prices gave every evidence of con
tinuing their advance, though the Government sought 
to counter the movement by strengthening materially 
its intervention. Widesprea d ceUings were being placed 
on commodity prices; where possible, plant capacity 
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was being expanded; scarce raw materials and con
sumer goods wore being directly rationed; and con
sumer purchasing power was to be cut by means of 
increased taxation 

Price Movement Prior to 1941. 

The recent puce changes need to be viewed m the 
light of the movement prior to 1941. At the outbreak 
of war m 1939 the price indexes had recovered about 
one-half of the declme of the post-1929 deflation. On 
the average, prices stood approximately one-fifth under 
the 1929 level. Most of the rise subsequent to 1933 
had accompanied the busmess upswing which termi
nated in the latter part of 1937. From 1937 through 
1940 price changes had not been considerable, with 
the exception of a brief but mtensive market reaction 
to the outbreak of war m September 1939. At that 

Figure 9.—Indexes of Weekly Wholesale Prices 
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time a flurry of speculative inventory buying pushed the 
over-all price mdexes up, but the basic underlying 
demand was not piesent to support the level of indus
trial activity then prevaUing, and puces fell along with 
reduced output 

The subsequent decline was not large but continued 
imtU mid-August of 1940, even though output began 
agam to advance aftei April of that year. In the half 
year from August 1940 tbi-ough February 1941, whole
sale prices rose 4 peiccnt and the cost of living changed 
not at all. Indeed, as contrasted ^vlth a year earlier, 
wholesale prices in Febiuaiy 1941 were up 2 percent, 
the cost of livmg 1 peiccnl, AvhUe industrial production 
had increased by the veiy large amount of one-fifth. 

This price behavior was a unique performance, pai-
ticolarly when contrasted with other periods of much 
smaller industrial expansion durmg the thirties. I t was 
possible for several reasons Chief among these was 
the huge slack in the raw material and industrial plant 
of the Nation A general advance m output could occur 
without encroaching on capacity hmits save m few 
instances. Hence, as wage rates remained stable, unit 
costs declined with the expansion of production. 

Moreover, the Government sought and successfully 
obtamed the cooperation of large law material pro
ducers—especially the pioducers of metals—m sta-
bUizing the prices of their key commodities. 

However, even m this lelatively quiet period certain 
exceptions were apparent. Faim and related food 
piices, and the prices of certain buildmg materials 
were tbe prmcipal cases. Farm prices advanced 7 per
cent between August 1940 and Februaiy 1941, and 
piices of building materials lose 6 percent The latter 
movement was caused by the extraordmary demand 
from military construction (especially Aimy camps) 
impinging on raw-material supplies whose output could 
not be stepped up immediately. 

The rise m f aim prices was not unusual These piices 
fluctuate more widely with changes m the level of 
mcome than do those of most mdustiial commodities. 
Relative to the latter, farm prices were low m mid-1940, 
and theu- upward movement lepiesented a partial cor
rection of this disparity 

General Price Advance Begins in Early 1941. 

Tbe specialized character of the price rise m the 
latter part of 1940 gave way to a moie general advance 
early in 1941. From mid-February through August, 
both wholesale and retail quotations rose steadily, 
surpassing the high pomts of 1937. Though the pace 
of the increase was retarded somewhat m the autumn 
months, it proceeded with renewed momentum at the 
end of the year. By that time wholesale prices had 
climbed 16 percent, whUe the cost of living had moved 
up one-tenth. 

The advance was as bioad as it was pcisistent. 
Every major group of commodities in the Buieau of 
Labor Statistics' mdex of wholesale piices contiibuted 
m some degiee to the rise. Farm products again 
registered the largest mcrease, with an average ad
vance of 37 percent. Likewise, foods and te-xtUes, 
both closely related to farm products, rose 23 and 21 
percent, respectively. On the other hand, the metals 
and metal products, fuel and lightmg mateiials, chemi
cals and aUied products, and building materials, especi
ally cement, all recorded a much smaller rise 

In general the indexes representing the components 
of the Bureau of Labor Statistics over-all index of 
wholesale prices tended to draw closer together. (See 
Fig 9) Such a development pointed to a relation
ship between the vaiious price groups similar to that 
which existed m the base year, 1926, as weU as for a 
short time during the middle of 1937. This tendency 
of puces to "cluster" toward the end of 1941 was due 
largely to the lapidity in the advance of agricultural 
prices which had previously been unusually low rela
tive to other prices when compaied with earlier periods 
of lugh activity. Parity as officially defined was 
attained in September, and thereafter agricultuial 
prices fluctuated slightly under it. 
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At the beginning of 1941, the prices of farm prod
ucts were 11 percent and food prices nearly 9 percent 
below the average price level, whUe the prices of fruits 
and vegetables were 26 percent below. By the end of 
December, however, deviations from the average were 
very small. The prices of farm products weie 1 per
cent above and food prices only 3 percent below the 
average price level. The prices of fruits and vegetables 
rose in a smaller degree, however, being 21 percent 
below the average. WhUe the prices of aU commod
ities other than farm products were 2 percent, and the 
piices of manufactured products were 3 percent, above 
the average level at the beginnmg of the year, by the 
close of the year those prices were approximately equal 
to the average. Partly as a result of the advance in 
farm quotations, raw material prices, which were 8 
percent under the average at the start of the year, 
ended the year only 1 percent below. 

The fact that the lelationship existing between vari
ous piice groups at the end of 1941 was simUar to that 
in certain selected past years was not m itself sig
nificant. Nevertheless, the relative extent of the 
advance m the various groups indicated the complexity 
of the forces underlying the upward movement. 

Higher Living Costs. 

The advance in wholesale piices was reflected in the 
increased cost of livmg, though here agam aU major 
components contributed to the rise. Both the cost of 
food and of housefurnishings advanced 16 percent, 
whUe clothmg prices rose 13 peicent. Even the slow-
moving rent, fuel, and electricity items jumped 3 and 4 
percent in the course of the year. Livmg costs clunbed 
most rapidly m the larger cities, but the general nature 

of the upward movement was evident from the fact 
that small towns in nondefense areas likewise reported 
higher costs 

Farm Program, Shipping Shortage Raise Raw Material 
Prices. 

As suggested above the reasons for the radical change 
m the price outlook are complex. Underlying the whole 
movement, of course, was the tremendous upsurge of 
demand m aU markets, generated in the first instance 
by the huge Treasury outlays for military purposes, but 
strongly supported by heavy consumer expenditures and 
private capital outlay for mventory and plant. No 
longer was the slack in raw material and industrial 
plant sufficient to absorb such a demand, and the 
resultmg shortages, extendmg to aU sectors of the 
economy, made it possible for prices to advance. 

Subsidiary to this broad underlying cause were other 
factors which also were of considerable importance. 
Chief among these were the Government's farm pio-
gram, directed at elevating agricultural prices, the 
growmg shortage of shippmg, and the marked increase 
m wage rates after the fiist quarter of the year. 

The farm program caUs for special comment here, 
though it is more fuUy discussed in the section on 
agriculture In AprU the Government announced 
that it would seek to increase the output of a number of 
commodities needed for export abioad by means of 
raising their prices. This policy was to be implemented 
through direct purchases in regular commodity mar
kets. In ensumg weeks, the prices of pork, lard, eggs, 
certam canned vegetables and fruits, manufactured 
dau-y pioducts—to name some of the more important— 
all increased materially. (See table 7 foi Ulustrations ) 

Table 6.—Wholesale and Other Price Indexes for Selected Periods 

Item 

WHOLESALE PRICE INDETES 

Combmed inde\, all com
modities' 

Economic classes 
Eaw materials 
Semimanufactured articles 
Manufactured pioducts . . . 

Parm products 
Grams 
Livestock and poultry 

All commodities other than 
farm products 

Poods 
Daury products 
Meats 

All commodities other than 
farm products and food... 

Building materials 
Chemicals and drugs . . 
Fuel and lighting materials 
Hides and leather products 

Hides and stins 

Apr 
1937 

88 0 

88 7 
89 5 
87 4 

92 2 
119 2 
93 6 

86 9 
85 5 
78 5 
94 g 

86 6 
96 7 
85 0 
78 8 
106 3 
121 4 

Aug 
1939 

66 5 
74 5 
79 1 

61 0 
51 5 
06 0 

77 9 
67 2 
07 9 
73 7 

SO 1 
89 6 
74 2 
72 6 
92 7 
77 2 

Jan 
1940 

79 4 

73 8 
81 7 
81 7 

69 1 
73 5 
67 2 

81 6 
71 7 
81 9 
60 9 

83 9 
93 4 
77 7 
72 7 
103 6 
102 e 

Aug 
1910 

77 4 

09 
77 0 
81 0 

05 6 
59 3 
71 5 

79 9 
70 1 
74 3 
76 1 

82 0 
93 3 
76 7 
71 1 
96 9 
77 1 

Jan 
1941 

SO 

74 C 
81 3 
83 5 

71 6 
57 6 
83 0 

82 7 
73 7 
80 2 
83 2 

84 3 
99 C 
78 6 
72 1 
102 4 
99 1 

Deo 
1941 

93 6 

92 3 
90 1 
94 6 

94 7 
91 0 
97 4 

93 3 
90 5 
95 5 
95 3 

93 7 
107 8 
91 3 
78 4 
114 8 
115 9 

Percent change 

Aug 
1939-
Aug 
1940 

+3 2 

+5 0 
+3 4 
+2 4 

+7 5 
+15 -
+8 3 

+2 6 
+4 3 
+9 4 
+3 3 

+2 4 
+4 1 
+3 4 
-2 1 
+4 6 
- .1 

Aug 
1940-
l a n 
1941 

+6 9 
+ 5 6 
+ 3 1 

+9 1 
+ U 0 
+16 1 

+ 3 6 
+ 5 1 
+ 7 9 
+ 9 3 

+ 2 8 
+ 6 8 
+ 2 5 
+ 1 4 
+ 5 7 

+28 5 

Jan 
1941-
Dec 
1941 

+4 4 +15 8 

+23 7 
+10 8 
+13 3 

+32 3 
+34 6 
+17 3 

+12 8 
+22 8 
+19 1 
+14 5 

+11 2 
+ 8 2 

+16 2 
+ 8 7 

+12 1 
+17 0 

Item 

WHOLESALE PKICE INDEXES— 
Continued 

All commodities other than 
farm prod and food—Con 

Te\tile products _, 
Cotton goods 
Rayon 

Silk 
Woolens and worsteds 

Metals and metal products .. 
Iron and steel.. 
Nonferrous metals 

House-furmshing goods 
Miscellaneous 

OTUEE INDEXES 

Cost of hving.(1935-39=100).. 
Retail foods...(1935-39=100).. 
Retail prices of department 

store articles 
(Dec 31, 1930=100) . 

Prices received by farmers 
(Aug 1909-J uly 1914=100).. 

Apr 
1937 

79 5 
95 1 
33 6 
34 4 
93 6 
96 fl 
99 6 
97 0 
89 0 
81 1 

102 1 
105 1 

95 2 

130 

Aug 
1939 

67 8 
65 5 
28 6 
44 3 
75 5 
93 2 
95 1 
74 6 
85 6 
73 3 

98 6 
93 5 

89 5 

Jan 
1940 

77 9 
75 4 
29 5 
61 8 
90 4 
95 8 
96 3 
82 6 
87 9 
77 7 

99 5 
94 8 

92 3 

99 

Aug 
1940 

72 3 
68 6 
29 6 
43 0 
83 7 
94 9 
94 8 
79 1 
88 5 
76 7 

100 0 
3 

92 9 

96 

Jan 
1941 

75 2 
75 8 
29 5 
42 5 
89 2 
97 7 
95 7 
83 6 
89 0 
77 1 

100 
97 8 

94 2 

104 

Dec 
1941 

91 8 
107 5 
30 3 

102 7 
103 3 
97 0 
84 8 

101 1 
87 6 

110 5 
113 1 

108 3 

143 

Percent change 

Aug 
1939-
Aug 
1940 

+6 
+4 
+3 
—2 
+10 
+1 

+6 
+3 
+4 

+1 4 
+3 0 

+3 8 

+9 1 

Aug 
1940-
lau 
1941 

+4 0 
+10 5 

0 
- 1 2 
+6 6 
+ 3 0 + ' 
+5 7 
+ 6 
+ 5 

+ 
+1 6 

+1 4 
+8 3 

Jan 
1941-
Dec 
1941 

+22 1 
+41 8 
+2 7 

+15 i 
+ 5 7 
+ 1 4 
+ 1 4 

+13 6 
+13 6 

+9 6 
+15 6 

+15 0 

+37 5 

' Based on 784 series m 1937, 813 m 1939, 863 in January and jVugust 1940, and 889 in 1941 
' No auotation 

Sources Wholesale and retail food puces and cost otluing, U S Department of Labor, retail prices of dopirtment store articles, Fairchild Publications, prices leceivod by 
farmers, U S Department of Aguoultiue 
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In the case of certam commodities, such as the dairy 
products, the Government announced a minimum price 
of 85 percent of parity Though this level was sub
stantiaUy above the majority of such quotations as 
they existed m the early part of the year, many prices 
soon moved ahead of it. 

Puces of basic agricultural staples like cotton, wheat, 
tobacco, and corn, some of which were in excess supply, 
also rose as a result of Government action. In these 
cases, the Government loan rate (which places a floor 
on prices) was advanced to 85 percent of parity; 
whereas, previously it had been 66 percent for cotton 
and wheat and 75 percent for corn and tobacco. Prices 
of these commodities climbed above the loan rate, 
however. Speculative activity produced part of the 
iacrease, for action on the legislation to control prices 
strongly suggested that loan rates would be advanced 
still fm-ther 

Import prices constituted another group that moved 
up rapidly in the early weeks of the year for somewhat 
special reasons Increased industrial output required 
a much heavier import of raw materials But as 

Table 7.—^Wholesale Prices of Selected Commodities 

Item 

CofTec, Santos, No 4, New York 
cents per Ib.-

Potatoes, white Ghioago dol per cwt.-
Cotton, 10 market average cents per lb - . 
Peaches, canned, No 2H> 1 o ti California 

dol perdoz— 
Hogs, light butchers, Ohicago.dol perewt.-
Eggs, fresh firsts, Chicago., cents per doz— 
Blankets, cotton, 70\80, 2H lbs to pair 

cents per pair.. 
Sheets, 64 by 64 count, 81 by 99-inch 

dol per doz— 
Shirts, men's work, blue chambray 

cents per shirt . 
Wheat, No 2, hard, Kansas City 

cents per bu . . 
Flour, Standard patents, Minneapolis 

dol per bbl -
Corn, No 3, yellow, Chicago 

cents per bu . 
Sugar, 96' delnered, duty paid 

cents per l b . . 
Hides, heavy native steers, Chicago 

cents per l b . . 
Suits, men's blue serge, 15 oz , 4 piece 

dol per suit . 
Paper, mill, book dol per 100 Ib.-
Eleotrio refrigerators, 4 to 7 cu ft 

dol per unit . . 

Bituminous coal, mine run dol per ton. . 
Trucks, small, 'A to Zii. ton. .dol per uni t . . 
Rugs, Axminisler, 9x12 dol per rug. . 
Shoes, men's black calt, oxford 

dol per pa i r -
wool, territory, Bne, Boston...dol per Ib.-
Coppcr, electrolytic. New York 

cents per lb 

1941 

Jan 
7 

7 6 
1.25 

10 12 

1 16 
7 35 
21H 

89 

8 097 

60 

86 0 

4 75 

65 1 

2 9 

13 

19 00 
6 30 

84 93 
77 07 
4 39 

904 25 
26 92 

4 25 
1 10 

12 
12 95 
20 75 

Aug 
19 

13 4 
1 68 

15 88 

1 83 
11 55 
26H 

119 

11 373 

75 

107 1 

5 80 

73 8 

3 7 

15 

21 20 
7 30 

89 41 
83 13 
466 

921 31 
23 29 

4 35 
1 08 

12 
11 88 
18 75 

Oct 
14 

13 1 
1 55 

16 75 

1 85 
10 78 
30 J4 

125 

12 377 

81 

112 6 

5 78 

66 4 

3 /5 

15M 

22 25 
7 30 

93 38 
83 13 
4 69 

964 93 
28 29 

4 35 
1 10 

12 
11 38 
18 75 

Dec 
30 

13 4 
2 20 

17 48 

1 88 
11 33 

33 

120 

12 377 

85 

121 5 

6 25 

79 1 

3 5 

15M 

22 25 
7 30 

95 34 
83 13 
i 70 

964 93 
28 29 

4 40 
1 14 

12 
12 83 
18 75 

Percent 
change 

Aug 
19 

from 
Jan 7 

+78 7 
+34 4 
+56 9 

+57 8 
+57 1 
+23 3 

+33 7 

+30 8 

+25 0 

+24 5 

+22 1 

+13 4 

+27 6 

+15 4 

+11 6 
+15 9 

+ 5 3 
+7 9 
+6 2 
+1 9 
+5 1 

+2 4 
—1 8 

0 0 
- « 3 
—9 6 

Dee 
30 

from 
Jan 7 

+78 7 
+76 0 
+72 7 

+62 1 
+54 1 
+63 5 

+44 9 

+42 3 

+41 7 

+41 3 

+31 6 

+21 5 

+20 7 

+19 2 

+17 1 
+15 9 

+12 3 
+7 9 
+7 1 
+ 0 7 
+ 5 1 

+ 3 5 
+ 3 6 

0 0 
- 0 9 
- 9 6 

Source V. S Department of Labor. 

explained in detaU in the shipping section, the facUities 
for moving goods from abroad into this country grew 
tight after the first quarter. Moreover, since this 
development could be anticipated, speculative activity 
in the prmcipal commodity markets pushed prices 

ahead rapidly. The import component of the Bureau 
of Labor Statistics' mdex of 28 basic commodities stood 
at 122 at the outset of February; 2 months later it 
reached 144 and by August it had climbed to 160. 
Direct control of the pimcipal commodities by the 
Government largely arrested the movement thereafter. 

On the other hand, certain veiy important raw 
materials—in particular tho metals—moved very little 

Figure 10.—Indexes of Cost of Goods Purchased by Wage 
Earners and Lower-Salaried Workers for Large Cities in 
the United States 
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in price during 1941, at least insofar as published 
quotations reveal such price shifts. Steel mgots and 
copper changed not at aU (save for the price of a small 
quantity of copper mined as marginal output), while 
zinc and lead quotations were marked up only after 
the beghmiog of the current year. Aluminum and 
magnesium prices declined, as costs were lowered with 
increased output. Bituminous coal prices rose 8 per
cent, partly as a result of higher wages throughout the 
industry. 

Of course, realized prices chaiged by some metals 
producers probably were higher m 1941 as discounts 
and customer differentials were modified or abolished. 
Nevertheless, the eflforts of the Office of Price Admin
istration created a radically different price situation in 
respect to these basic materials than had existed in 
other periods ol rising industrial activity. 

Despite the comparative stabUity of metals prices, 
however, tho raw materials component of the Bureau of 
Labor Statistics' wholesale price iadex rose 24 percent 
within 1941, chiefly reflecting increased agricultural 
and import prices. Other cost changes supplemented 
this advance. Approximately thi-ee-fifths of the labor 
engaged in manufacturing received a wage increase 
within the course of the year which averaged 8 percent. 
In many cases these higher wages were more than 
compensated by reduced unit costs stemming from 
economies incident to an enlarged output. Neverthe-
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less, they were sometimes passed on— îf not entirely, at 
least m part—in the form of higher prices. 

In retail markets, moreover, heavy Federal excise 
taxes on a number of commodities, particularly con
sumer durables, were also passed on as additions to 
prices 

The results of these various influences are depicted 
in tables 6 and 7. The former reveals the price 
movement for various broad commodity groups, whUe 
the latter gives the detaU for selected goods. An 
appreciation of the variety of commodities aft'ected 
and the wide range of the price advance is to be ob-

Figure 11.—Indexes of Wholesale Prices of Industrial 
Commodities 
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Source Computed bj the Board of Governors of the Federal Eeserve System from 
the U •? Department of Labor data, all foods and feeds, both raw and processed, 
are omitted 

tained not only from these tables, but also from the 
accompanying charts. 
The Growth of Governmental Price Control. 

The Government sought m some measure to manage 
and control the advance in prices from its inception, 
a policy quite different from that in World War I. 

Thus, as early as May 29, 1940, the President by 
Executive order appointed a Price StabUization Com
missioner Though the powers of the commissioner 
were very limited, it was his duty to attempt to pre-
A'̂ ent any price advance for strategic commodities, 
especially those aft'ected by the war program and 
vital to it. Activity at first was concentrated on the 
metals, and the prices of these were stabUized for the 
most part through informal agreements with pro
ducers. 

However, as shortages appeared in a number of 
other lines, with a consequent tlireat of rising prices, a 
simple procedure of this character was not always 
possible. Particularly where dealers were numerous, 
informal action proved to be unavailiog. There then 
was adopted a practice of issuing formal price schedules, 
placing a stated ceUing on the commodity prices in 
question. 

The first of these schedules, issued February 17, 
1941, covered the prices of second-hand machme tools. 

This initial schedule was followed in March and AprU 
by others listing maximum prices for aluminum scrap 
and zinc scrap, the prices of which had moÂ ed above 
those of the virgin metal itself. 

The sanctions avaUable to the Price Comnussioner 
were vague and rested for the most part on the power 
of public opinion. As the price advance had become 
more generalized by AprU, the President sought to 
increase governmental control through creation of the 
Office of Price Administration and Civilian Supply. 
This organization expanded rapidly, but functioned 
along lines very similar to those developed by its pred
ecessor. While the power to enfoi'ce piicc ceilings 
IheoreticaUy was strengthened mateiially, m actual 
practice the added sanctions (such as that of with-
holdmg raw materials from a producer) weie impos
sible to admmister m detail For this leason, the 
Price Commissioner continued to rely pimcipally on 
voluntary cooperation from producers. 

Again, the general procedure was, if possible, to 
freeze the price of a commodity tlirough obtaining 
agreement from the firms within an mdustiy not to 
mark up quotations beyond levels prevailing on a 
specified date. In some cases, acceptance of the agree
ment mvolved rescinding a price advance which already 
had occurred Where this first step was not successful 
or feasible, a formal price schedule was issued. Such 
price schedules sought to take into account costs, 
profits, the oiganization of the market, and all other 
data relevant to the deteimination of a fair puce. 
Twelve such schedules were issued through July, dur
ing August, 13 were added; and by the year end the 
total had reached 64. Many of these schedules meiely 
formalized what had been informal agreements 

A wide range of commodities were coveied by puce 
schedules at the end of the year. However, for the 
most part these fell in a relatively few principal groups, 
as follows 

Type of commodity 
Number of 
schedules 

Metals and metal products 14 
Textiles and to\tile raw materials 13 
Chemicals 8 
Lumber, lumber products, and building materials 7 
Imported foods 5 
Paperboard, scrap paper, and rags 3 
Hides and leather 2 
Fats and oils 2 

Total 1 54 

1 The remammg 10 schedules include second hand machine tools, 2 for coal which 
were revoked, Pennsylvania grade crude oil, coke, flashlights, reclaimed rubber, 
cigarettes, new tiros and tubes, and domestic cooking and heating stoves 

Most of the schedules applied to raw materials 
(including used or scrap materials), machinery, and 
other capital goods essential to the war efi'ort. OiUy 
7 out of the total of 64 were concerned with consumei s 
goods, and of these the only maximum retail prices 
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estabUshed were those for flashUghts, and rubber tires 
and tubes. 

ActuaUy a much larger segment of the economy had 
been subjected to price control by the close of the year 
than the number of schedules might imply. The 62 
schedules which were in effect by the end of the year 
covered approximately 19 percent of the value of aU 
commodities in terms of wholesale prices. In addition 
to formal price schediUes, the Office of Price Admiais-
tration had negotiated 81 vohmtary price agreements, 
and had issued 108 freeze letters and fair price lists. 
These informal price regulations (not always effective) 
covered 30 percent of the wholesale value of commodi
ties. 

In the main, the schedules were designed to restrain 
prices from risiag above levels which already had been 
attained. For comparatively few cases were prices set 
at a level very much lower than that existing at the 
time the schedule was issued. The schedules were 
subject to amendment, and where this occurred it often 
took the form of an upward revision. Moreover, those 
schedules applying to cotton yarn and textUes which 
used cotton established a ceiling price that varied 
directly with changes in the spot quotations for the 
raw material. Of course, the price of cotton, like those 
of most other agricultural commodities, was not subject 
to restraint. Rather, as pointed out above, the Govern
ment sought to raise farm prices. 

The Price Control Act of 1942. 

The Government achieved only a limited success m 
implementiog its control of prices, even in those areas 
in which it concentrated. To attain widespread com
pliance with the limited authority under which it 
operated was especiaUy difficult. For this reason, the 
Executive sought wider price-control powers from the 
Legislature. Though a bUl to this end was iatroduced 
iato Congress late in July 1941, it only became law, 
after extensive debate, late in January of this year. 

The Emergency Price Control Act of 1942, made 
legally enforceable through civil or criminal court action, 
authorizes the Price Administrator to establish ceUing 
prices for any commodity and ceiling rents for housing 
accommodations within defense areas. AgriciUtural 
commodities are afforded special treatment in that 
minimum prices are designated below which no ceUing 
price may be established, and in that no action may be 
taken by the Administrator without prior approval of 
the Secretary of Agriculture. For determining the 
miaimum ceUing price of agricultural commodities, 
the highest of four alternative prices may be adopted: 
a price equal to 110 percent of parity; the average price 
from July 1, 1919, to June 30, 1929; the price on Octo
ber 1, 1941; or the price on December 15, 1941. 

In addition to issuing formal price schedules the 
Administrator may enter into voluntary agreements 

*39997—42 3 

with representatives of industry. He may issue orders 
regulating or prohibiting speculation and hoardmg in 
connection with any commodity. To prevent price 
control from interferieg with production, the Admuiis-
trator is empowered to establish differential prices for 
the benefit of high cost producers and tor buy or seU 
commodities provided that ceUing prices are not vio
lated. Only agricultural commodities acquired under 
provisions of this Act may not be sold at less than ceU-
uig prices. 

For simplicity and effectiveness of administration, a 
license may be required as a condition for selUng a 
commodity. If the Administrator has evidence of 
the continued violation of any order, regulation, or price 
schedule which he may have issued, he may apply to a 
court for the suspension of the license. Thus, not 
only may a violator of the Act be prosecuted tlirough 
civU or criminal proceedings, but he may also be pre
vented from selling the commodity for a limited period 
of time. 

There is a check unposed upon the power of the 
Administrator and his decisions are not necessarUy 
final. An Emergency Court of Appeals is created 
to review complaints which individuals may raise 
regarding the adnunistration of the Act. If this 
court decides orders or price schedules are arbitrary or 
unfab, it is given the power to set them aside. 

Despite the powers given the Admioistrator, it is 
clear that the Act can at most slow the rate at which 
the general price level is rising. Prices which the 
Admioistrator does not control may rise without limit. 
Most agricultural commodities have not yet reached 
the muiimum ceUing prices, and the ceUings wUl auto
maticaUy increase as the things which farmers buy rise 
in price. The cost of living wUl undoubtedly continue 
to rise, as stocks of goods on hand are exhausted, untU 
it has caught up with wholesale prices; for the Adminis
trator is directed to consider costs in establishing ceiling 
prices. 

In addition to these factors, moreover, the underlying 
pressure on prices contributed by a steadUy expandiag 
monetary demand shows no indication of being relaxed 
throughout the coming year. Arms outlay is to be 
increased at a rapid pace; and whUe taxation is to be 
stepped up somewhat, the Piesident's Budget Message 
suggested that the addition to the debt in fiscal year 
1943 would be in the neighborhood of 35 bUlion dollars. 

Ordinarily, a debt increment of this size would pro
duce some inflation. The use of price ceUings, com
bined with extensive rationing of raw materials and 
finished goods to both producers and consumers, wUl 
do much to mitigate the monetary pressure, however. 
For in many cases consumers wiU find themselves forced 
to increase their savings through inability to obtain 
commodities they wish. 
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Industrial Production 
Industrial production in 1941 was larger than in any 

previous year of the Nation's history. The Federal 
Reserve mdex began the year at 139 and rose to 168 
by December, with an average for the year of 156, a 
fourth more than in 1940 (the previous peak) and 42 
percent above the 1929 level. Expansion was main
tained at a rapid rate for the first 3 quarters of the 
year, but despite an ever-growmg demand, shortages 
of key raw materials curtaUed the pace of the advance 
Tery markedly in the final months. 

As suggested above, industrial developments at the 
fiist of the year were mfluenced both by the armament 
program of the Government and by the high level of 
consumer income it generated. After midyear, how
ever, the former mfluence emeiged dominant, and at 
the start of 1942 American mdustry was on the road to 
full enlistment in the world's armed struggle. 

Such a process lequired vast changes in the pattern 
and flow of production These were begun in 1940 and 
contiaued m 1941. The greatest shift, however, is to 
be undertaken durmg the current year In the 18 
months foUowing the fall of France, the capacity for 
producing arms as well as arms output itself was in
creased very greatly. At the same time, ground was 
being prepared slowly for the titanic objectives of 
1942 and 1943. 

However, additions to arms capacity during 1941 
were almost exclusively in the form of new plant 
rather than the conversion of existing facUities. This 
plant—an outlay of 2 bUlion doUars for armament 
facUities, 1 biUion on supporting raw material and 
machinery capacity, plus close to another billion for 
ciA'Uian consumer lines—foi-med a prominent part of the 
record capital formation carried out within the year. 

The aims output, with its resultant large volume of 
capital formation, was instrumental in carrying con
sumer pm-chasing power to peak levels. Increased 
demand on the part of individuals was directed in 
particular toward the consumer durables, with the 
result that output of these was extraordinarUy heavy, 
even in i elation to the income flow, during the first 
3 quarters of the year I t was in the final months 
that tho raw-material shortages forced output of these 
items to be curtailed; by the start of 1942 the new 
mUitary program pointed to the impending elimination 
of virtually aU such production through stoppage of 
materials for such use and the conversion of whole 
industries to war production. 

Such a development wiU not reverse the trend toward 
a larger proportion of output in the form of durable 
goods, for which the complex requirements of a modern 
fightiag machine create an insatiable demand. In 1929, 
the index of durable-goods production (1935-39=100) 
stood 42 percent above the nondurable index. In 1937, 

the peak year of the thirties, the margm of excess had 
been cut to 15 percent; but in 1941, the durable-goods 
index was almost half again as high as that of the 
nondurables. The separation of the two wiU be fm-ther 
increased during the current year. 

The production of nondurables was one-fifth larger 
in 1941 than a year earlier—a very considerable expan
sion for this type of output The high consumer in come 
was mainly responsible for the advance, though pur
chases of nondurables for mUitary and business use 
were also increased. 

The War Industries 

The most dramatic advance in output dm-ing the 
year appeared m certain industries engaged directly in 
turning out finished arms. In the first stages of the 
armament program, emphasis was on planes and ships 
as the most urgently needed types of war material, 
and it was in these arms categories that heaviest 
volume production was achieved by the year end. 

Output of planes averaged more than 1,500 monthly 
(using only 9-month figures) compared with the 500 
units per month average in the preceding year. In 
September, the last month in which data on deliveries 
were public, output had risen to 1,914 planes, compared 
to 1,016 in January. I t should be remembered that in 
the latter part of the year production included propor
tionately more heavy combat planes and fewer trainers. 

DeUveries of ships also rose markedly, though not so 
much as in the case of aircraft. The number of naval 
ships completed during the year is not published, but 
deliveries of merchant tonnage, aggregating 749,000 
gross tons, were less than twice the 1940 completion of 
445,000 gross tons. However, the Federal Reserve 
index of shipbuUding production (1935-39=100) ad
vanced to 736 in December 1941 from 263 a year earlier, 
a somewhat larger increase than that in aircraft (635 
to 1,438 in the same period). Because of the relatively 
long production period which prevents shipbuUding 
production effort from being immediately reflected in 
deliveries of finished ships, the index is a better measure 
of the expansion of activity. In addition, shipyards 
had a heavy volume of repair and conversion work. 

In both of these basic war industries, plant was in 
the process of being multiplied manyfold. At the end 
of November, contracts totaling 985 mUlion doUars had 
been let for new aircraft facUities, and 800 million for 
shipbuUding with actual capital outlays during the 
year about half these amoimts. Moreover, the new 
armament program announced at the outset of 1942 
provided for a further large expansion of facUities. 
Pre-pious to this, appropriations for planes and ships 
had totaled 13 bUlion dollars and 12 biUion, respec
tively. 

New aircraft capacity was of two main types. Ficst, 
established frame and engine buUders added to their 
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facUities, doubling manufacturiag floor space withm 
the industry during the year. Second, the automobUe 
industry entered the business on a large scale. 

In 1940, the automobUe industry had accepted con
tracts for a considerable enguie-manufacturiag program, 
and the liquid-cooled AUison was already in quantity 
production by the General Motors firm In 1941, plans 
for participation by automobile manufactui-ers were 
stepped up considerably, especiaUy with respect to the 
airframes. Two noteworthy examples are the construc
tion of the Ford bomber and parts plant, the largest in 
the world, and of four large bomber assembly plants 

Figure 12.—Indexes of Output of Selected Durable-Goods 
Manufacturing Industries, Adjusted for Seasonal Varia
tions 
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in the mid-West (not entirely completed at the year 
end) to be operated by well-known plane manuf actm-ers, 
and supplied with sub-assemblies, parts, and engines in 
large part by automobUe companies. The automobUe 
companies generaUy buUt new plants for this purpose 
(most of which were not yet in complete operation at 
year end), using then- management and engineering 
personnel, but not converting existing machinery. 

In developing shipbuUding capacity, on the other 
hand, the Maritime Commission followed an announced 

policy of utUizmg chiefly managements which were 
experienced in ship construction. Contracts were 
spread to as many yards as possible, in contrast to such 
centralized projects as the Hog Island yard of the last 
war. At year end there weie 40 private yards with 275 
ways capable of buUding large oceangoing vessels, com
pared with 18 yards and 70 ways 12 months earlier 
Expansion of Navy yards was also rapid, but a large 
part of the fightmg ships were to be built as heretofore 
on private ways. 

Tho heavy volume of output, compaied with past 
years, called for new and more rapid production 
methods; both mdustries had normaUy operated on a 
semi-custom basis. Various modifications of the assem
bly line were adopted In ah'craft manufacture, auto
matic machmery and extensive jigging became the rule, 
whUe in shipbuUding riveting was leplaced by welding 
in many operations. These and many other develop
ments added up to what was almost a technical revolu
tion. Output, for example, was greatly speeded. In 
the case of shipbuUdmg, time elapsed between keel 
laymg and delivery was in some cases as little as one-
half that required in World War I. 

FoUowing the attack of Germany upon Russia, the 
arms program was sharply modified to include larger 
amounts of heavy land equipment, infantry arms, and 
ammunition. Appropriations for these items aggre
gated 16.5 bUlion doUars at year end, or approximately 
one-fifth of the total program at that time. 

Since American industry originally had but smaU 
facUities for production of this type (Government 
arsenals being the chief providers), very large expendi
tures for new plant were necessary. Approximately 2 
biUion doUars of contracts for new facUities had been 
placed by the end of November (see tables 1 and 2), 
and actual capital outlays of nearly half this amount 
were made during the year. 

For the most part, managements were caUed in from 
related industries to operate the new facUities. Pro
duction of primarily metal goods was given to the 
durable-goods industries, especiaUy raUroad equipment 
and automobile companies, whUe chemical firms took 
charge of explosives manufacture. Except in the case 
of certain vehicles and tanks, the new facUities were 
buUt with Government funds, primarily, and remained 
in Government ownership. 

Industr ial Equipment . 

As pointed out above, creation of the new complex 
of war industries required unprecedented amounts of 
machinery and related equipment, total expenditures 
for which (including replacements) are estimated "to 
have been close to half again as large as the 1940 total 
of 5.6 bUlion doUaxs. _ Activity in the various industries 
comprising the machinery group showed a sharp 
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increase, the index averaging 209 in 1941, a 55-percent 
advance over 1940's 135.* 

The nature of modem war weapons—^primarily 
close-tolerance metal manufactures—^placed an espe
cially heavy burden on the producers of machine tools. 
The depression had severely disrupted this industry, 
which now faced the additional problem that the types 
of tools needed by war industries were in many cases 
not those it had been accustomed to making in large 
numbers. An increase in production of about 78 per
cent, from 280 mUlion to 452 miUion, had been achieved 
from 1939 to 1940, and in 1941 a further increase of 
68 percent brought annual output close to about 
775 mUlion doUars. A part of the increase was 
obtained by extensive subcontracting. However, 
requirements for tools were of such huge pro
portions that tool manufacture was undoubtedly 
the one bottleneck most seriously restricting arms 
output and expansion of arms capacity during 1941. 
In commg months the disparity between new tools 
output and requirements wiU remain great even 
though the War Production Board aims at a 2-biUion-
doUar output of new tools in 1942. Hence further 
additions to arms capacity must come in considerable 
part from conversion of existing manufacturing facUities 
to war production. 

Another important machinery industry, the manu
facture of farm equipment, had a record year. The 
mdustry was granted a favorable priority status for 
raw materials, and in the last 3 quarters of the year 
output was at an unprecedented level, roughly 65 
miUion doUars per month, bringing the 12 months' 
average to 62 miUion, compared with the previous 
record of 50.6 mUlion in 1929. In December, the 
first month of output under a new aUocation order that 
would hold 1942 output to an average of somewhat less 
than 40 mUlion doUars per month, production fell to 
63 mUlion. 

Output of raUroad cars, another major type of eqmp
ment, was hampered during much of 1941 by shortage 
of materials, especiaUy steel plates. Although re
quirements were critical, and order backlogs were 
large (90,000 cars in August), production was only 
65,317 cars (not including output of private car shops), 
about one-thu-d more than in 1940 but far short of 
needs. Approximately 993 locomotives were buUt, 
compared with 646 m 1940, with output tendmg 
towards Diesel and Diesel-electric units. 

»It should be remembered th»t some direct xnr mtnulicture is included m the 
index. Production of »h:craft engines is clissiflod as a michhiery mdustry, and the 
steady rise in productive activity by such nonwar groups as typewriters, toitlle 
machinery, and electrical appliances (also iu the indei) suggests that a part of their 
production was on war contracts, since after the midyear it became difficult to obtam 
materials for nonessential manufacture. Machinery mdustries are among the most 
readily convertible to war production. 

Raw Materials 

One of the most significant developments of the year 
was the change in the pattern of raw material require
ments. The tremendous upsurge of durable goods pro
duction for both CivUian and mUitary use placed upon 
metals industries an extraordmary demand. This de
mand they were imable to fulfill completely, with the 
result that priority control over existmg metal supplies 
was undertaken in varying degree throughout 1941. 

Chemicals were stUl another type of raw material 
which faced an enormous expansion of demand, both 
mUitary and civUian. Supply of other materials that 
were largely imports, like rubber and silk, reflected the 
influence of shipping conditions and the effects of war. 
Processing of a number of such materials had to be 
curtaUed drasticaUy by the end of the year. 

Steel Capacity Proves Inadequate . 

Production of ingot steel aggregated 82.9 mUlion tons, 
16 mUlion tons, or 24 percent more than in 1940, and 34 
percent above the 1929 volume. Near-capacity output 
throughout the year was necessary to achieve this 
total, average plant utUization being 97.4 percent. In 
1940, by contrast, a reduced demand in the early 
months had caused production to run below 80 percent 
of capacity for 4 months. 

Demands for steel far exceeded the rate of output 
after midyear as a result of the combined requirements 
for consumer durables, capital goods, the increasing 
volume of war output, and some expansion of inven
tories. This led to the placing of steel under priority 
status in August, with control over the allocation of 
the metal increasing as the year progressed. Limita
tions on production of many consumer durables and 
other goods stemmed from the steel shortage, which 
became the single factor most seriously limiting the 
advance in total national output. 

Approximately 4 mUlion tons were added to basic 
steel capacity, bringing the total to 88 mUlion tons at 
year end. Moreover, 2 mUlion tons of additional 
capacity were under construction, and a further large 
increase was expected to be undertaken. 

WhUe a larger basic steel industry would clearly be 
useful over the war period, supply of steel for essential 
mUitary and capital goods production was not limited 
solely by over-aU capacity of steel furnaces. For 
example, war industry requirements for high-speci
fication steels (notably aUoy bars and armor plate) 
placed a very heavy burden on electric furnaces and 
expansion of this type of capacity was especiaUy neces
sary during the year, the total being increased by more 
than one-half from 2.6 mUlion tons to roughly 4 mUlion 
tons. Capacity for roUing the heavy plates used in 
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ships and raUroad cars also was strained, and had to 
be enlarged by buUding new mUls and by some con
version of wide strip mUls. 

Table 8.—Indexes of Industrial Production, adjusted for sea
sonal variation, 1940 and 1941 

[1935-39=100] 

Industrv 

Industrial production, total 

Manufactures, total - . 
Durable manufactures, total 

Iron and steel— 
Machinery 
Aircralt 
Automobile bodies, parts, and assembly 
Bailroad cars 
Shipbuilding -
Nonferrous metals 
Lumber and products -
Stone, clay, and glass products 

Nondurable manufactures, total 
Cotton consumption 
Wool textiles -- -
Eayon deliveries 
Leather products 
Manufactured dairy products 
Meatpacking 
other manufactured foods 
Paper and pulp 
Petroleum refining 
Chemicals 
Bubber products 

Minerals, total _. 
Bituminous coal 
Anthracite coal 
Crude petroleum 

1940, 
an

nual 

123 

124 
138 
147 
135 
419 
116 
141 
190 
137 
118 
121 
113 
120 
106 
138 
97 

114 
125 
113 
122 
113 
114 
123 
117 
114 
101 
115 

1941, 
an

nual 1 

156 

161 
193 
186 
209 

2 978 
140 

2 222 
2 443 

184 
134 
152 
135 
158 
160 
166 
121 
129 
129 
129 
145 
124 
139 

U51 
125 
126 
106 
120 

Per
cent 
in

crease 

26 1 

29 8 
39 9 
26 5 
54 8 
133 4 
20 7 
57 4 
133 2 
34 3 
15 5 
25 6 
19 6 
31 7 
50 9 
20 3 
24 7 
13 2 
3 2 
14 2 
18 9 
9 7 
21 9 
22 8 
68 
10 5 
50 
34 

Dec 
1940 

Dec 
1941 

139 168 20 9 

Per
cent 
in

crease 

142 
164 
174 
164 
635 
125 
172 
263 
162 
132 
140 
124 
142 
145 
156 
109 
125 
134 
120 
131 
116 
121 
144 
118 
116 
lOS 
114 

175 
215 
196 
239 

n,340 
120 

»263 
2 639 

191 
138 
166 
142 
155 
176 
178 
127 
140 
142 
141 
162 
135 
153 

•134 
130 
124 
88 

131 

23 2 
31 1 
12 6 
45 7 

111 0 
- 4 0 
52 9 

143 0 
17 9 
4 5 

18 e 
14 5 
9 3 

21 4 
14 1 
16 5 
12.0 
6 0 

17 5 
23 7 
16 4 
26 4 

- 7 0 
10.2 
78 

-18 5 
14 9 

' 1941 data are in many eases preliminary. 
2 Average for 11 mouths 
2 November 1941, December figure not available. 
* Average for 10 months 
• October 1941, the latest figure available. 

Source- Board of Governors ot the Federal Eeserve System 

However, more important than difiicidties of this 
sort was a shortage of essential steel-making materials. 
Scrap metal and pig iron, used in roughly equal pro
portions in charging the open-hearth furnace, can be 
substituted for one another to some extent, but con-
tmuous heavy operation of the mUls had caused both 
to be in short supply. Because of the long period 
required for construction of blast fmnaces, in which 
pig is made, expansion of this capacity lagged seriously 
behind the growth in steel ingot facilities, total addi
tions to blast furnaces aggregating only 1.8 million 
tons dm-ing the year. SimUarly, the rise in scrap 
consumption from 3.5 miUion tons per month in 
1940 to 4.6 mUlion tons per month in 194l's last quarter 
outdistanced the rate at which industry and scrap 
collectors made the metal avaUable. At year end 
scrap-coUection campaigns were under way, with 
special attention to auto junkers, farms, and railroads. 

Nonferrous Metals. 
Armament production makes especially heavy de

mands on the nonferrous metals. To such needs in 
1941 were added the exceptionally large requirements 
from consumer durable industries, from the utUities, 
and from other capital goods lines, including construc
tion. The net result of these demands as they im

pinged on avaUable supphes was a series of acute 
shortages. ^ 

Munitions and electrical mstallations in fighting 
equipment required an increasing share of avaUable 
copper, the most impoitant nonferrous metal with 
respect to tonnage. Large additional amounts were 
needed for essential mdustrial power pui poses. CivUian 
consumer use of the metal mcreased to midyear, but 
was then severely restricted by priority action. Wide
spread inventory accumulation made copper supplies 
additionally tight. 

On the supply side, the yeai's most important devel
opment was a radical reversal of our foreign trade 
in the metal. In contrast to prewar yeais when net 
exports of copper were frequently large, 1941 found ex
ports nearly eliminated and imports contributing heav
Uy to total supply. The Metals Reserve Company en
tered into contract with Latin American producers for 
delivery within the year of refined metal and ore 
equivalent in the aggregate to 475,000 tons of copper. 
Actual imports in the first 9 months, including those 
resulting from this contract, totaled 495,300 tons, and 
the rate was to be increased in the final quarter. 

Some expansion in domestic output was also attained 
The luniting factor here was mine production and 
coUeetion of scrap. Refinery capacity was fiUly ade
quate. Output of refined metal from domestic refineries 
using scrap and domestic ores aggregated 1,061,000 tons 
during the year, roughly the same as the 1,034,000 tons 
in 1940. But behind the apparent failure to expand 
production was an actual increase of considerable pro
portions. In 1941, an addition—in the neighborhood 
of 150,000 tons—was made to melting of scrap copper 
by ingot makers, which take most of the secondary 
metal not processed by refineries. Thus, even aUowing 
for an increase in scrap coUection, refineries must have 
processed considerably more ore. 

Maximuin activity in domestic copper mines was 
sought. In November, Phelps Dodge's new Morenci 
mine was opened, after 5 years of development work, 
adding 75,000 tons to annual capacity. Additional 
economic ore sources exist, both here and abroad, but 
time is required for their development. That price 
might not be a limiting factor on submarginal output, 
arrangements were concluded at the turn of the year 
for the purchase by the Govei-nment, at 17 cents, of aU 
output in excess of a quota, which was based on cost 
factors and 1941 output. This policy was in contrast 
to the 23K-cent buUc-Une price set for all copper output 
in the last war. 

Consumption of aluminum and magnesium also in
creased greatly as the result of the mihtary program, 
demand in this case being heavUy concentrated in air
craft and incendiary bomb manufacture. Output of 
light metals had been grooving steadily over the previ
ous decade, as tho result of decreasing prices and sue-
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cessful intioduction mto many new types of manufac
ture, but amounts involved were on a much smaller 
scale than were now required. Aircraft pioduction of 
early 1941 was enough to absorb nearly the entu-e 
avaUable supply In February and March both metals 
went under mandatory priorities, among the first to 
have their distribution so controlled. 

Some expansion of capacity had been started by the 
industry itself during 1940, in anticipation of the ah'
craft program's requirements, but the amount was 
clearly inadequate and a broad expansion under Govern
ment sponsoiship was launched. By the end of Decem
ber 1941, contracts totaUng more than 600 mUhon 
dollars had been let for new nonferrous metals faciUties, 
primarUy aluminum and magnesium. 

As a result of the expansion effort, aluminum produc
tion rose fiom 412 miUion pounds in 1940 to over 800 
mUlion pounds in 1941, and facUities were under con
struction vastly to increase output m 1942. An even 
sharper percentage increase in magnesium supply was 
attamed, production rising from 12 mUlion pounds in 
1940 to 33 mUlion pounds in 1941, with a much larger 
increase expected for 1942. Aluminum supply was 
also to be augmented greatly in 1942 by imports of 
refined metal from Canada. 

Consumption of lead and zinc also increased. Direct 
war uses for the former are not considerable—battery 
plates, buUets, and shrapnel baUs being the most 
important items. However, zinc was consumed in 
large quantities as a component of cartridge brass. 
But for both metals, essential industrial and civUian 
products absorbed the largest supplies, especiaUy as 
these metals came to be substituted for more scarce 
materials, such as copper, aluminum, magnesium, and 
even steel. 

Apparent new supply of lead avaUable for domestic 
consumption advanced 19 percent over 1940 levels to 
about 1,107,000 tons, while slab zinc consumption of 
750,000 tons was an 11.5-percent increase. Imports 
were tho major factor m increasing lead supply, 
as domestic refiaing of primary lead advanced only 8 
percent to 590,000 tons. 

Zinc movmg into domestic consumption fiom foreign 
sources also recorded significant gains. But the major 
part of increased zinc supply came from domestic re
fineries, which produced 864,000 tons of slab compared 
with 1940's 706,100 tons Expansion of refining capac
ity enabled the industry to attain production at an 
annual rate of 926,000 tons by year end. 

The most important raw material afl'cctcd by the 
hostilities in the Pacific is rubber. More than 97 
percent of the Nation's crude rubber supply normally 
comes from areas now overrun by the Japanese or 
which are the immediate objective of enemy thrusts. 

Consumption of crude rubber m 1941 reached a 
record high of close to 800,000 long tons (on the basis of 
9 months' data) compared with 648,500 tons m 1940. 
Some 250,000 tons of reclaimed rubber was also used 
in the past year, almost a third more than in 1940. The 
automobile industry normaUy requires the largest pro
portion—almost three-fourths—of crude rubber. Hence, 
the restriction necessitated by the outbreak of war 
bore most heavUy on it. 

Stocks of crude rubber increased from 309,000 long 
tons at the begiiming of the year to 455,000 tons in 
October, the latest month for which statistics weie made 
piibUc, and a fm-ther inflow was received in the next 
several months. Most of the increase occurred in 
emergency reserve stocks accumulated by the Gov
ernment. 

Reclaimed rubber can take the place of crude to 
a limited extent, though it cannot be used for aU 
purposes. Output is now at an annual rate in excess 
of 300,000 long tons. Estimates of avaUable scrap 
indicate that an annual output of 500,000 tons can be 
maintained for about 3 years. This wiU require a 
substantial increase in reclaimed plant capacity. At 
present, production of crude rubber in the Western 
Hemisphere, both from trees and the guayule shrub, is 
quite limited and cannot be quicldy expanded. The 
only large immediate source of new rubber is from 
synthesis. Output of synthetic rubber in 1941 was 
about 12,000 tons. A 400,000-ton expansion program 
has been announced, half of which may be in production 
early in 1943. 

Large mUitary requirements for rubber and limited 
stocks unpeUed immediate action to conserve supplies. 
A few days after the Japanese attack, sales of new tires 
were prohibited and rigid restrictions placed on han-
dlmg and processing other rubber products. A ration
ing system restricting sale of new tires and tubes to 
users performing specified essential functions has been 
m effect since January 5. A drastic control program 
effective February 1, curtaUed the use of crude rubber 
in essential civUian products and banned its use in 
nonessential products. 
Chemicals. 

The past year was the most active year in the history 
of the chemicals industry. Major civUian uses of chemi
cals are ordinarUy in manufacture of fertUizer, pulp and 
paper, glass, petroleum products, paints and varnishes, 
iron and steel, and textiles. Without exception these 
industries were operating at record levels during the 
year, and the long-term trend towards greater use of 
chemicals and chemical products was in evidence. Of 
equal importance to chemical demand was the mili
tary program, which caUed for immense tonnages of 
explosives. 
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During the year aggregate production of basic and 
subsidiary chemical products (including drugs, fer
tUizer, paints and varnishes, rayon, soap, cottonseed, 
and explosives products) advanced more than a fourth, 
as measured by the Federal Reserve's index. Within 
the group, the increase was much larger for many im
portant products. For example, output of sulphuric 
acid rose to an estimated 6.5 miUion tons, compared 
with the previous record, in 1940, of 5.4 mUlion tons. 
Chlorine production was 13 percent heavier than in 
1940, and the gain in soda ash roughly 10 percent. 
Despite the expansion, year end saw many chemicals 
in as severe shortage as the metals, and such industries 
as paper and pulp, textUes, and metallurgy were forced 
to modify important processes. 

A vast complex of raw material and finished explosive 
facUities were being constructed during the year in the 
interior of the country. Their total contract value as 
of the end of December aggregated above 1,150 miUion 
doUars. By the end of 1941, production was in heavy-
volume, and throughout the current year material 
requirements of the explosives program WTU strongly 
influence the chemical industry. 

Cosil and Petroleum. 

Coal mining activity, linked closely like aU fuel 
production to the general level of production, was 
greater than in 1940. Despite the AprU and October 
work stoppages, aggregate output of bituminous 
(502,860,000 tons) and of anthracite (54,339,000 tons) 
were 11 percent, and 6 percent, respectively, above the 
previous year. But the downward secular trend in 
coal consumption, due to greater use of oU and hydro
electric power in industry and of oU in homes, was at 
work. Thus, 1941 bituminous consumption had been 
exceeded in 1929, although over-aU activity was of 
course not so high in that year, while 1941 anthracite 
output was even less than in the recent semidepression 
years 1934 and 1936. 

Despite the general cessation of coal shipments during 
the stoppages, and some difficulty in obtaining sufficient 
cars to make up the losses in other periods, the year 
end found large stocks of industrial coal in hands of 
dealers and users. 

Petroleum output, which has shown an upward trend 
movement in recent years, also was influenced by the 
year's heavy industrial acti-nty, though to a smaUer 
extent than most other lines. Estimated output of 
1,404 miUion barrels of crude and 670 miUion barrels of 
refined gasoline were 4 percent and 12 percent over the 
previous year. Drilling and wUdcatting were sUghtly 
above the high levels of 1940, with discoveries of new 
reserves expected to be correspondingly advanced. The 
rise in domestic demand from 1,327 mUlion barrels to 
1,468 mUlion barrels, which occurred in the face of a 
brief East Coast transportation shortage during the 

summer, influenced drUling activity Net export of 
petroleum declined from 47 miUion to 14 miUion barrels 

Of considerable importance also was the program for 
increasing output of 100-octane aviation gasoline. 
Refiners of this product were asked to instaU new equip
ment for expansion of output from 40,000 barrels to 
150,000 barrels daUy. 

Pulp and Paper. 

The 1941 production of paper and pulp exceeded 1940 
output (itself a record) by nearly one-fifth, the most 
important gains being among paperboard and wrapping 
paper producers who were caUed upon to supply 
packaging materials for 1941's record manufacturing 
output. Some other products also advanced signifi
cantly; printing paper output was 17 percent greater 
than in 1940. But newsprint'production continued at 
1940 levels. 

In the board and -wrapping sector a distinctly mUitary 
demand was being developed, as these materials were 
coming to be used in lieu of the last war's primarUy 
wooden containers for the smaller sizes of ammunition, 
and for other mUitary items. Wrappings and board 
were produced in sufficient volume during 1941, with 
output gains of 25 and 15 percent, respectively, over 
1940. 

Although trouble with chemicals supply and main
tenance of equipment was encountered, the ultimate 
ceUing on paper production in the latter part of the 
year proved to be the supply of chemical pulp and 
wastepaper. PiUp output was at record levels, but 
less than adequate to meet aU demands. 

The chemical pulp industry had started 1941 with 
operations already at capacity levels as a result of the 
strong trend towards greater consumption of pulp, 
plus the loss in 1940 of Scandmavian and Finnish 
pulp sources, which normaUy furnished up to one-
fifth of all chemical pulp consumed by this country. 

A part of the year's increase in production was ob
tained by relatively smaU additions to capacity in 
both new and old miUs. But more important was the 
more intensive use of existing capacity. Sulphate pro
duction aggregated 4,400,000 tons, exceeding 1940 
output by 18 percent and that of 1939 by 49 percent. 
Sulphite production of 2,900,000 tons stood 12 and 49 
percent above the production of the 2 earlier years. 
Production of ground-wood pulp, which was m rela
tively adequate supply, was up only 5 percent from 
1940 and totaled 1,850,000 tons. 

In addition to paper- and board-mUl demand for 
pulp, a considerable and increasing quantity of the 
more highly refined types was taken for explosives, 
plastics, and rayon manufacture. Demands from these 
industries will continue to advance, and with increasing 
rapidity. 

To the generally tight situation in chemical pulps. 
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some relief exists in greater use of ground-wood pulp 
and wastepaper. Although supplies of avaUable waste 
were barely adequate m the latter part of the year, the 
potential supply is very large The country habituaUy 
burns more than half of its wastepaper, and the War 
Production Board's collection campaign, successfully 
underway at year end, was consequently expected to 
recover laige tonnages. 

Consumers' Nondurables 
Textiles 

The output of consumer nondurables also reflected 
the impact of a record demand in 1941, though to a 
lesser extent than was the case for the durables. Never
theless, even in these Imes material shortages and 
strained production ceUings replaced the famUiar over
capacity story of other years. 

For example, the year 1941—one in which textUe 
consumption reached record highs—ended with short
ages actual or impending in each of the major textUes. 
The year's phenomenal expansion of activity brought 
Figure 13.—Indexes of Output in Selected Nondurable-

Goods Manufacturing Industries, Adjusted for Seasonal 
Variations 
FJRST OUARTEH, l » 3 » • IOO 
2 0 0 

COTTON CONSUMPTION 
CHEMICALS 
PAPER AND PULP 

RUBBER CONSUMPTION-^. 
MANUFAOTUHED FOODSV 
SHOES, LEATHER 

1939 1940 194! ootiissi 
' Data for the fourth quarter of 1941 are not available for publication 
' Does not include data for wheat flour, cane sugar meltings, manufactured dairy 

products, and meat packing 
Source Indexes computed with flrst quarter, 1939 as base from data published by 

the Board of Governors of the Federal Eeserve System The Decernber figure lor 
Paper and Pulp, included in tho fourth quarter of 1941, was estimated by the V. S 
Department of Commerce 

the foUowing percentage increases over 1940 con
sumption: wool, 69 percent; cotton, 31 percent; rayon 
yam, 16 percent. 

Raw cotton is the only fiber of which there are ample 
domestic supplies To a carry-over of domestic staple 
of 12 mUlion runnmg bales, the 1941 cotton crop added 
about 11 million bales. The total domestic supply of 
about 23 million lunnmg bales for the 1941-42 season 
is more than double the record 1941 calendar-year con
sumption of 10 6 mUlion bales. 

Cotton mUIs m 1941 produced an estimated 11.5 
bUlion square yaids of cloth, up 20 percent from 1940. 
The expansion in output was obtained withou*; any 
increase in spuming capacity. Cotton-spimimg spmdles 
in place on December 31, 1941, were 24 1 miUion, 
sUghtly less than at the end of 1940. Although the 
industry at the end of the year was operating at only 
about 60 percent of its absolute capacity (i e., a 24-hour 
day and a 7-day week), only a small peicentage mcrease 

appeared possible because of labor shortages and 
inadequate machinery for essential operations. A 
widespread unbalance of equipment existed, with spin
ning equipment at fuU time straining to fee'd part-time 
loom operations. 

Scarcities developed during 1941 in both cotton 
yarns and fabrics. Stringency in yarn supplies was 
concentrated in the combed yams where war orders 
have been more important than in the carded yarns. 
Tightness in grey goods supply was evident in the latter 
part of the year. Scarce fabrics included both fine and 
coarse yam constructions. 

Cotton fabrics chiefly affected by 1941 defense re
quirements have been ducks, sheetings, osnaburgs, 
drUls, twiUs, and denims. According to the TextUe 
Economics Bureau, the Government's defense pur
chases of cotton textUes during 1941 amounted to about 
15 percent of the output of the industry. The outlook 
at year's end was for a reduction of cotton textUes 
available for civUian consumption and a shift from the 
production of civUian to war fabrics. Direct allocation 
of specific constructions of cotton goods was introduced 
in the early weeks of the new year. 

Heavy Wool Imports. 

A sigmficant feature of the 1941 wool textUe situation 
was our greatly increased dependence on foreign sources 
for raw apparel wool. In the 10-year period, 1930-39, 
nearly 90 percent of United States apparel wool con
sumption was supplied by domestic pioduction; in 1940, 
about 76 peicent; in 1941, less than one-half. Imports 
during the first 9 months totaled 491 miUion pounds 
(final quarter figures are not avaUable for publication). 
Statistics of imports for consumption indicate that 
South America has become our chief foreign source 
for both apparel wool and carpet wool. In 1940 and the 
first 9 months ot 1941, about one-half of imports for con
sumption of apparel wool finer than 40's was from South 
America. This compares with an average proportion 
of one-fourth from South America in the years 1930-39 
From this same area came two-thirds of the Nation's 
imports of carpet wool in the first 9 months of 1941. 
Domestic production of carpet wool is negligible. 

United States wool production in 1941 was at a new 
high of 464 milhon pounds (grease basis), compared 
with an average annual production of 435 mUhon 
pounds m the years 1931-40 

Although machine capacity was generally adequate to 
meet 1941 wool requirements, the situation m worsted 
spinning and wool combing was extremely tight. MUi
tary demand for wool was heaviest m the worsted 
cloths. The fighting services in 1941 accounted for an 
esthnated one-third of the country's apparel scoured 
wool consumption of 516 milhon pounds (consumption 
had been 310 million poimds in 1940). Incieased mill-



February 1942 SURVEY OF CURRENT BUSINESS 25 

tary needs for wool in 1942 and our heavy dependence 
on imported supphes make it inevitable that civUian 
wool consumption be curtaUed. 

In January 1942, the Office of Production Manage
ment instituted a wool conservation program which re
stricted tbe use of new wool in the manufacture of mate
rials during the fiist quarter of 1942 to 80 percent of 
the rate prevaUing during the first half of 1941. As 
military requirements wiU be met in fuU, the entire 
effect of the restriction is on production for civilian 
use. More drastic curtailment may be expected as 
our armed forces expand and the extent of our participa
tion in the conffict increases 

In 1941, consumption of apparel-class wool increased 
66 percent to 616 mUUon pounds. At this rate of con
sumption, stocks of apparel wool at the end of the year 
were equivalent to about 4 months' supply. In addi
tion, substantial strategic reserves were held by Defense 
Supplies Corporation. 

First branch of the textile industry to feel the pinch 
of war was the sUk trade Following the freezmg of 
Japanese assets, an order of the Office of Production 
Management, effective August 2, stopped all raw sUk 
processing by nondefense industries. Deliveries of sUk 
to mills during tho fii-st 11 months of 1941 were 197,711 
bales (including some 11,000 bales which were returned 
to the warehouses by the mUls after August 1941), a 
drop of about one-third from the same period of 1940 
and do^vn two-thirds from the 11 months' total of the 
peak year 1929. Stocks at the end of 1941 were 55, 486 
bales. Hardest hit by the restrictions on use of silk 
was the hosiery industry, which in 1940 accounted for 
90 percent of raw sUk consumption. Notwithstanding 
these restrictions, hosiery manufacturers enjoyed a rec
ord year. Hosiery production m 1941 amounted to 
150 miUion dozen pairs, over one-tenth more than in 
1940. 

UntU 1940, sUk was essentiaUy the only fiber used by 
hosiery producers for the leg content of women's fuU-
fashioned hosiery. Nylon, which entered this field in 
mid-1940, accounted for about one-fifth of the 1941 
hosiery production. Nylon yarn capacity was approx
imately doubled in 1941 and a further expansion is pro
jected for 1942. The hosiery industry cannot, however, 
count exclusively on nylon, the output of which is being 
increasingly devoted to mUitary uses. 

The burden of filling the void created by the restric
tions on sUk processing has rested largely on the rayon 
industry. Increased aUocation of rayon to former 
users of raw silk intensified an already existing rayon 
stringency. Capacity operation of rayon plants was 
unable to satisfy the huge demand stemming from 
expanded consumer purchasing power and the sUk 
substitution program even though rayon filament yam 
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production of 451 mUlion pounds stood 16 percent above 
the 1940 output 

Rayon capacity increased in about the same propor
tion. Imports of rayon yarn, as in other recent years, 
were very smaU, whUe stocks in the hands of yarn pro
ducers were negligible throughout the year. Unlike the 
situation m cotton and wool, very little of the demand 
for rayon yam was of mUitary origin. However, greatly 
mcreased war demands in 1942 are expected to restrict 
civUian rayon supplies. 

Production of rayon staple fiber contmued its rapid 
upward trend movement. Output of this fiber in 1941 
was 122 mUlion pounds compared with 81 mUlion in 
1940 and 165 thousand m 1928. Imports of the fiber 
dropped to about 12 million pounds, down one-third 
from 1940. Military demand for this fiber has also 
been smaU thus far. 

Shoes. 

Record shoe production in 1941 was over 490 mUlion 
pairs, up one-fifth from 1940. Purchases for the armed 
forces amounted to only about 3 percent of total shoe 
production (roughly a tenth of the output of men's 
and boys' shoes). War inroads wiU be much larger in 
1942. Each soldier requires during his first year a 
mmimum of 10 pairs of shoes, including pairs in use, 
on hand in camps and depots, on order, and in process 
of being ordered. Hence, there wUl be fewer shoes for 
civUians in 1942, but no severe shortage. Stocks of 
shoes in the hands of retailers and consumers are large. 
However, the raw material outlook is not completely 
reassuring. Of United States cattle hide consumption 
in 1941, 70 percent was supplied by domestic produc
tion. The remainder came largely from Latin America 
and its continuance rests in the mam on the shipping 
situation. In addition a number of tanning agents 
are in large measure imported Some supplies have 
been cut off by war; others are becoming increasingly 
difficult to obtain. 

Manufactured Foods 

Production of manufactured foods, under the stimu
lus of enlarged consumer purchasing power and of the 
lend-lease program, was considerably above the 1940 
volume. For a number of reasons set forth in the dis
cussion of agricultitre, foodstuffs sent to Britain were 
largely processed foods. The Federal Reserve index of 
manufactured food production increased from 114 in 
1940 to 128 in 1941. Flour output and meat slaughter 
(except hogs) increased somewhat, whUe sugar meltings, 
output of dairy products, and production of other 
manufactured foods registered substantial gains. 

War needs reflected in greatly enlarged farm produc
tion goals point to further large increases in manu
factured food output. Notable exception is a lUcely 
reduction in sugar meltings because of obstacles to our 
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securmg normal sugarcane imports.* Output of tobacco 
products increased 10 percent over 1940 and production 
of alcoholic beverages was up about 15 peicent. In 
1942, a large proportion of the latter industry's dis-
tUling capacity will be devoted to making ethyl alcohol 
for use in explosives and plastics. 

Record Output of Consumer Durables 

Notwithstanding increased production for capital 
formation and mUitary use, the output of consumer 
goods was in record volume duriag 1941. As suggested 
above, the largest gains appeared in the consumer 
durables, toward which an especially heavy demand 
was directed as a resxUt of growing consumer purchasing 
power. However, it was such commodities that were 
in most direct competition with essential mUitary and 
capital needs for materials, equipment, and skUled 
manpower. Hence, as the armament program ex
panded in the latter part of the year, the consumer 
durables were the first to experience priority re
strictions. 

These restrictions were neither appUed quicldy 
enough nor extensively enough to prevent a record 
output of many durables. Some 3.6 miUion domestic 
electrical refrigerators, 2.1 million domestic vacuum 
cleaners, and 2.3 miUion domestic washing machines 
and ironers passed down 1941 production lines. The 
Federal Reserve's index of furniture production jumped 
from an average of 117 in 1940 to 145 in 1941, 10 points 
above 1929 the previous record year. The 1941 auto
mobUe production of 4,838,561 units topped 1940 by 
8 percent, was exceeded only by record 1929 production 
(sales were slightly higher in 1941, however). Of the 
1941 output, 3,744,300 were passenger cars and 1,094,-
261 were trucks, the latter an all-time high. 

The effect of this civiUan production on the per
formance of these industries in contributing to war 
output is well Ulustrated by the experience of the auto
mobUe industry For these large producers, war 
production in 1941 was a side line, occurring largely 
in new plants under construction throughout much of 
the year. Altogether, the industry had close to 5 
bUlion doUars in arms contracts at the outbreak of 
war in December. DeUveries during the year were 
but a smaU fraction of this and were certainly much less 
than the wholesale value of 3.7 bUUon doUars for passen-
gei cars and trucks produced in the same period. 

The automotive industry in 1941 took approximately 
9 mUlioD tons of finished steel, about 16 percent of the 
Nation's finished steel consumption. As the defense 
effort intensiBed and as the steel shortage became ap
parent, a curtaUment program for automobUe production 
developed. This program called for a cut in passenger 
car production, based on the same period in the pre
ceding year, of 26.5 percent during August through 

* Sec the discussion in the Survey of Current Business, January 1942, p 9. 

November. Deeper cuts in later months were to bring 
the 1942 model year 50 percent under that of 1941. 
Reductions for December and January were finaUy 
set at 60 percent and 51 percent, respectively. A 
comparable curtaUment program for light trucks was 
designed to effect a 30-percent reduction for the model 
year. But at the beginning of 1942, in keeping with 
the aU-out war production program, an order effective 
February 1 caUed for cessation of production of aU 
passenger cars and light trucks. 

Previous orders freezing automobUe stocks created 
a reserve from which mUitary and essential civUian 
demands could be satisfied To form a reserve of 
parts for future needs before stopping production, 
producers were permitted to make during the first 
half of 1942 up to 150 percent of the number of replace
ment parts sold by them m the entire calendar year 
1941. CivUian automobUe output in 1942 wiU consist 
of medium and hea-vy trucks, and passenger carriers. 
Limitation orders applying to these items either do not 
exist or they are not severe. 

From August on, an increasmg number of other 
durable consumer goods producers were ordered to 
curtaU operations. These included such Imes as re
frigerators, washers and ironers, vacuum cleaners, 
ranges, automatic phonographs, weighing, gaming and 
other amusement machines, and a long list of less 
important commodities. 

Limitation orders for such Unes varied widely in the 
degree to which they curtailed output. Thus, domestic 
mechanical refrigerator manufacturers were forced to 
cut production about two-fifths in the last 5 months of 
1941; whereas, the large producers of vacuum cleaners 
reduced output by only 10 percent during the final 
quarter of the year (small producers were not forced to 
decrease their production at that time). In every 
instance, however, the degree of curtaUment was 
stepped up very drasticaUy at the beginning of this 
year. 

The Outlook for Production 

At the start of the new year, it is apparent that a 
drastic change in the pattern of output is to occur 
through the duration of the war. Production of war 
materials is to expand manyfold. These are mostly 
durables—with the exception of chemicals—and output 
of the raw materials required for such commodities 
wiU be stepped up as new capacity can be constructed. 

SimUar raw materials are needed for the heavy capital 
formation required well into 1943. BuUding of new 
plant, of mUitary works, and of a considerable volume 
of essential housing, will bring a heavy drain on many of 
the same mateiials that are used in the production of 
finished armaments. Moreover, the machinery indus
tries must operate at a record pace to fUl the staggering 
plant, utUity, and direct mUitary requirements. 
Some relief to both raw material and equipment pro-
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ducers wUl be afforded by a decline in maintenance and 
repair work, for as much of this wUl be deferred through
out the whole economy as is possible. 

At the same time, the production of automobUes, 
electrical appUances, and most other consumer dur
able goods—even includmg furniture—wUl of necessity 
have to be either virtuaUy eliminated or seriously cur
taUed. Neither the materials, the machinery, nor the 
necessary manpower can eventually be made avaUable 
for such output 

Production of nondurables in all lUselUiood wUl be 
lower in the aggregate than during 1941. Wool sup
plies wUl be reduced, and this wUl possibly be the case 
with leather. Cotton and rayon output can be stepped 
up only to a limited extent, and siUs: goods production 
•wUl largely be extinct. Pulp and paper output may 
declhie slightly in the aggregate, and wide changes wiU 
occur in the relative importance of tho various types and 
grades. On the other hand, chemical production is to 
expand very markedly, whUe the output of manufac
tured foods should also be increased. 

Insofar as the total of all industrial output is con
cerned, the net result of these various changes will be a 
further advance. Supply considerations are the only 
limiting factor. At present, raw material shortages 
and inadequate plant capacity for finished armaments 
retard the production advance as a whole. But the 
ultimate limit to output is furnished by the labor force. 
This—as shown in the discussion on labor—can support 
a fm-ther increase in aggregate production whUo sup
porting a large expansion of the armed forces. 

Agriculture 
Agriculture was not excepted from the donunance of 

the war over the economic life of the Nation durmg 
1941. The rise in civUian consumption created as a 
result of arms expenditures exerted a heavj'' influence 
on farm output, prices, and income, as domestic de
mand for food products and agricultural raw materials 
advanced sharply. But of growmgsignificance through
out the year was another development: The agricultural 
needs of those nations who were to become principal 
alUes of the United States were met to an increasing 
degree by this country. 

Indeed, under the lend-lease program, food shipments 
within the course of the year became one of the largest 
export categories. As the agricultural requirements 
of the United Kingdom and other aUied nations were 
somewhat specialized, the structure of agricultural 
output of necessity had to be altered, with a heavier 
emphasis on meats, eggs, dairy products, and certain 
canned vegetables and fruits. Production goals for 1942 
emphasized these commodities more heavUy than such 
staple crops as wheat, cotton, and tobacco. 

As part of the effort to increase output where needed, 
the Government sought to raise agricultural prices. 

In this it was successfuUy aided by expandmg pur
chasing power in the hands of consumers, and farm 
prices advanced materiaUy in the final three quarters 
of the year. 

A net result of these various developments was a very 
substantial gam in farm income. For the year as a 
whole, agricultural cash income (including Government 
pa3nnents) rose to 11 6 bUhon doUars, the highest in 
the last 21 years. 

Agricultural Output a t Record Levels. 

To meet the expanded needs—both domestic and 
foreign—agricultural output was the largest in the 

Figure 14.—Indexes of Production of Selected Farm Products 
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Nation's histoiy. Cereals, livestock, fruits, and vege
tables—aU were produced in heavier volume, and the 
index of aggiegate production rose more than 3 pei
cent over 1940 to a peak of 113 (1935-1939=100) 

One of the principal gains occurred m the aug
mented output of livestock and livestock products. 
Domestic demand for these advances to a relatively 
greater extent during periods of risuig income. Alto
gether, production of such commodities rose ap
proximately 4 percent in 1941. Partly m answer to 
large foreign needs, both dairy and poultry products 
experienced the largest production advance they ever 
recorded. Output of each responded promptly to 
price-increasing Government purchases made in heavy 
volume m the second half of the jea.v for lend-lease 
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account Meat output, on the other hand, was 
retarded by the 8 percent reduction in slaughter sup
plies of hogs, the lesult of the curtailed 1940 fall pig 
crop, and of delayed marketmg in order to achieve 
heavier feeding of the 1941 spring pig crop. Nonethe
less, production of meats rose moderately over 1940 to 
a new record volume. MiUc, chicken and egg pioduc
tion also increased to new high levels in response to 
higher prices produced by Government purchasing. 

The aggregate of crop production advanced to a 
somewhat smaUer degree—about 3 percent—both as 
the result of an enlarged acreage (1 percent) and im
proved yields (up 1 3 percent for 18 major field crops 
and 10 fruits). The most notable expansion was in 
wheat acreage, whUe a reduction in acieage was earned 
into effect under restriction programs in the case of 
cotton and tobacco acreage. An outstanding improve
ment occurred in wheat yields continuing the trend of 
past years. The average yield of corn was also higher 
despite drought conditions in certain areas, reflecting 
the drought-resistant qualities of hybrid com, planted 
last year on nearly two-thirds of the commercial area 
corn acreage. The out-turn of fruits was up, but the 
yield of vegetables for market declined, as did also the 
acreage yield of cotton and tobacco. 

The Farm Program for 1942 
The farm program for 1942 which in some of its 

aspects, was inaugurated as early as the spring of 
1941, looks toward altering the stiucture of agricul
tural output to meet changes in export needs produced 
by the war. 

Altogether, exports of leadmg agricultural products 
to the various Allied countries are expected to be at least 
1.5 bUlion doUars in 1942. Such an export would be 
the largest since World War I and, despite increased 
faim output, would represent about one-tenth of total 
farm production. 

As suggested above, the dominant export needs _ 
today, as in World War I, are in such foods as meats, 
dairy products, eggs, and canned fruits and vegetables. 
Great Britain fomid it necessary to curtaU domestic 
output of livestock products m order to reduce the 
shipping space alloted to the imports of feeds and to 
utUize more efl&ciently existing acreage by the produc
tion of wheat, potatoes, and fresh vegetables. More
over, heavy imports of meats, dau-y and poultry 
products from the Continent are no longer avaUable to 
the English. Nor is it possible for them to maintam 
as large agricultural imports from Argentina, Australia, 
and New Zealand, because of the scarcity of shipping 
facUities. 

For these reasons, the United States has been re
quested to supply about one-fourth of Great Britain's 
requirements for animal protein foods. In addition, 
of course, both the food and agricultural raw material 
needs of other AUied countries are considerable. 

The same foods that are being exported are those 
for which the advance in consumer purchasmg power 
has mcreased domestic demand the most substantially. 
In an effort to meet all of these needs, it is hoped that 
the 1942 output of beef and veal can be expanded at 
least 5 percent, egg and mUk production can be advanced 
about 13 and 7 percent, respectively, and the output 
of certain vegetables for canning (tomatoes are an 
example) can bo stepped up very markedly. 

Table 9.—American Agriculture in Two Wars 
[1910-14=100] 
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186 
215 
318 
213 
220 
225 
275 
183 
199 
220 

1919 

96 
92 
91 
90 

119 

110 
98 

146 
97 

110 

114 
99 
97 

126 
81 

103 

118 
111 
107 

114 

109 

96 
84 
97 
95 

102 
H I 

246 
256 
202 
312 
212 
275 
463 
204 
236 
213 
282 
233 
242 
227 

1940 

93 
87 
87 
85 

151 

97 
86 

105 
70 

130 

2 108 
2 165 
2 124 
2 326 
2 90 

2 121 

2 129 
2 157 
2 139 

2 139 

2 132 

102 
67 

110 
97 

123 
124 

141 
118 

95 
89 

179 
79 

222 
296 
164 
153 
121 
158 
243 
126 

1941 

93 
85 
85 
85 

160 

98 
86 

111 
66 

133 

»121 
3 179 
3 125 
3 326 

3 78 

3 123 

3 131 
3 166 
' 1 5 0 

3 145 

3 136 

103 
67 

110 
96 

127 
131 

185 
156 
97 

138 
224 
132 
255 
498 
214 
194 
192 
208 
296 

3 173 

' Volume of agricultural production for sale and for consumption m farm home 
2 Preliminary 
• Tentative estimate 
* Includes tobacco, sugar crops, hay, peanuts, soybeans, cowpeas, hops, and legume 

and grass seeds in addition to crops shown separately 
»Includes wool and mohair 
Source IT S Department of Agriculture 

In some contrast to the expansion of output outlmed 
above are the production plans for such basic staples 
as cotton, wheat, and flue-cured tobacco. The loss 
of foreign markets on the Continent and in the Far 
East has been offset in part by either increased export 
to other areas or heavier domestic consumption. The 
advance in the latter has been particularly large in the 
case of cotton. 

Production of tobacco was severely curtaUed in 
1940 and 1941. (See figure 14.) This year, output 
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wUl be increased, but only moderately. Cotton output 
also was curbed in 1941 (11.0 mUlion bales as compared 
with 12.6 mUlion bales m 1940). For 1942, it is planned 
that cotton production should be increased to nearly 
12 mUhon bales. The principal crop reduction is 
planned for wheat, the 1941 yield of which was espe
ciaUy heavy. Though production of wheat may be 
cut about one-eighth to the minimum acreage aUot-
ment authorized by the existing agricultural adjust
ment legislation, the crop anticipated still would be in 
excess of estimated domestic consumption. 

As is evident from figure 15, stocks of all three of 
these staples held by the Government were further 

Figure 15.—Commodity Credit Corporation Stocks (Owned 
or Pledged Under Direct and Guaranteed Loans) and Other 
Domestic Stocks of Wheat, Corn, American Cotton, apd 
Flue-Cured Tobacco 
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August 1. 

Source V. S. Deptrtment of Agriculture 

increased duruig 1941. At present, the Commodity 
Credit Corporation is limited by law to the sale of 1.5 
mUlion bales of cotton annually, at least two-thirds of 
which is already committed for lend-lease export, A 
restriction of this character on the sale of wheat does 
not exist. 

All in aU, the United States is in a much stronger 
position today for meeting the enhanced agricultural 
requirements than it was at the time of the last war. 
That this is the case can be seen clearly from the data 
set forth in table 9, which summarizes the Nation's 
agricultural resources, production, and consumption, 
as weU as the income of the farmer himself, at the time 
of World War I and today. 

Table 10.—^Purchases of Surplus Marketing Administration 
and Federal Surplus Commodities Corporation During 
Calendar Years 1940 and 1941 

Commodity group 

Pork cuts and l»rd 

Poultry products--
Eggs 

Vegettbles 

Dry beans -

Dried prunes and raisms 
Gram »ud gr»in products 

Total— -

Quantity 

1940 1941 

(Million of pounds) 

3,103 1 
247 0 

247 0 
90 1 
11 9 

104 3 
104 2 
511 9 

61 1 
818 5 

10 6 
351 2 
181 4 

1,326 3 
2 8 

2 2 
191 5 

3,294 6 

5,076 7 
812 6 
230 0 
574 8 

1,011 2 
6 7 

196 9 
189 8 
721 8 
209 5 
279 8 

1, 266 2 
210 0 
459 4 
306 1 
568 7 
198 6 
213 9 
87 8 

199 1 

5,275 8 

Cost 

1940 1941 

(Millions ot dollars) 

88 2 
21 1 

21 1 
7 7 
3 2 

12 4 
12 3 
5 5 

1 8 
17 0 

6 
6 6 
5 9 

24 1 
1 

3 
25 8 

114 0 

481 2 
157 0 
74 8 
79 4 

107 7 
2 0 

87 1 
80 1 
25 2 
11 2 
10 6 
46 3 
13 5 
9 1 

14 5 
16 3 
23 1 
8 9 

10 6 
17 2 

498 4 

Source TJ. S Department of Agriculture. 

Farm Program Raises Prices. 

The Government attempted to bring about the above 
changes hi agricultural production throughi active 
control of many farm prices. In the case of a number 
of commodities, including hogs, evaporated mUk, 
cheese, chickens and eggs, and a number of vegetables, 
the Surplus Marketiag Administration actively entered 

Figure 16.- -Indexes of Prices Received by Farmers and Cash 
Income from Farm Marketings 
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Source. U. S. Department of Agriculture. 

the market and purchased the product at higher prices 
for lend-lease export. The Government guaranteed 
that the prices to be received by farmers for these 
commodities would not faU below 85 percent of parity 
through June 30, 1943. Of course, the parity itself 
varies directly with changes in the price of com
modities used by farmers, as well as with changes in the 
interest and taxes they pay. 
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In the case of basic crops on the other hand, prices 
were raised in conjunction with crop control programs, 
irrespective of whether output needed to be curtaUed 
as with wheat, or iacreased moderately, as in the 
instance of cotton and tobacco. These price advances 
were effected by Congressional legislation raismg 1941 
loan rates. The loan rates for wheat, corn, cotton, 
tobacco, and rice were placed at 85 percent of parity— 
an advance ranging from 15 to 50 percent over the loan 
rates which had prevaUed in 1940. 

Table 11.—Indexes of Prices Received by Farmers 
(Aug 1909—July 1914=100] 

Group 

All farm products 
Gram 
Cotton and cottonseed. 
Fruit 
Truck crops 
Meat animals 
Dairy products 
Chickens and eggs 
Miscellaneous 

1939 

93 
72 
73 
77 

105 
110 
104 
94 
95 

1940 

85 
81 
79 

114 
108 
113 
96 

103 

1941 

122 
96 
113 
92 
145 
146 
131 
122 
114 

Dec 15, 
1940 

101 
81 
79 
75 
93 
111 
128 
122 
102 

Deo 15, 
1941 

143 
112 
138 
98 
156 
160 
148 
153 
154 

Source U. S. Department of Agriculture. 

The degree to which agricultural prices reacted to the 
stimuli was suggested in the discussion of commodity 
prices above. Prices of many commodities rose to 
parity or above as the combined domestic and foreign 
demand proved exceptionaUy heavy. Moreover, spec-
lUative activity in the principal markets contributed 
greatly to the price advance, as it appeared that price 
control legislation would permit ceilings to be imposed 
upon mdividual farm commodities only at high levels. 
Thus, cotton and cottonseed rose 75 percent, grains 
more than 50 percent, and meat animals 45 percent. 
The average of aU prices received by farmers stood 42 
percent higher on December 15,1941, than a year earlier. 
However, many farm commodities were stiU materiaUy 
below minimum price-ceiling levels as provided in the 
Emergency Price Control Act of 1942. 

Table 12.—^Prices Received by Farmers and Indicated Mini
mum Ceilings for Selected Farm Products 

Commodity 

Wheat — -
Oom 
Cotton 
Potatoes 
Chickens (live). 
Eggs 
Hogs 
Beef cattle 

Unit 

Cents per bu 
Cents perbu 
Cents per lb 
Cents perbu 
Cents per lb 
Cents perdoz-— 
Dol per 100 lbs— 
Dol. per 100 IbS-

Pnces received by 
fanners (Umted 
States average) 

Dec. 
15, 

1940 

71 5 
54 5 
9 33 
S4 9 
13 0 
26 S 
S 69 
7 84 

D e c 
IS, 

1941 

102 2 
66 9 

16 23 
82 7 
15 8 
34 1 

10 21 
9.38 

Jan 
15, 

1942 

106 1 
72 7 

16 93 
97 6 
17 0 
31 3 

10 55 
9 77 

Indi
cated 
mini-
•mmrt 
celling 
Jan 
15, 

19421 

142 0 
103 1 
21 5 

124 1 
21 1 
34 1 

11 69 
9 38 

' "No maximum price shall be established or maintained lor any agricultural 
commodity below the highest of any of the following prices, as determined and pub
lished by the Secretary of Agriculture (1) 110 per centum of the parity price of such 
commodity, adjusted by the Secretary of Agriculture for grade, location and seasonal 
differentials, or, in case a comparable price has been determined for such commodity 
undtr subsection (b), 110 percentum of such comparable price, adjusted in the same 
manner, in lieu of 110 per centum of the parity price so adjusted, (2) the market price 
pravaiiing for such commodity on Oct. 1,1941, (3) the market price prevailing for such 
commodity on Dec. IS, 1941, or (4) the average price for such commodity during the 
period July 1,1919, to June 30,1929."—Emergency Price Control Act of 1942, sec 3, 
subsec (a). 

Source: U S Department of Agriculture 

Farm Income Highest Since 1920. 

As a result of the increased output and higher prices, 
farm income m 1941 was the largest in the last 21 years. 
Cash income rose about 2.5 biUion doUars, or more 
than one-fourth above the 1940 volume, to a total of 
11.6 biUion. In 1920, agricultural income was 12.6 
biUion. 

The advance occurred by way of increased income 
from farm marketings. This expanded from 8.4 biUion 
doUars in 194t) to 11 biUions last year. Benefit pay
ments made to the farmer by the Government decreased 
slightly to 600 mUUon. 

The rise m farm income was oflfset in part by an 
advance in the price of commodities purchased by the 
farmer. On the average these prices increased about 
6.5 percent; hence in terms of purchasing power, cash 
farm income may be said to have risen in the neighbor
hood of 20 percent. 

Consumption 
Though the United States devoted an mcreasmg 

share of the national product to preparation for war 
during 1941, consumption of goods and services by 
civUians rose markedly to an aU-time peak. Con
sumers were m possession of greatly augmented pur-
chasiog power as a result of increased employment 
created directly or indirectly by public expenditure for 
armament. Wage rates, dividend payments, and other 
incomes also advanced, and added considerably to 
funds avaUable for consumption. 

Moreover, the existence of unemployed labor, the 
policy of constructing new finished armament facUities 
rather than converting existuig plant devoted to pro
ducing civiUan goods, and the fact that raw material 
use was relatively uncurbed during the first two-thirds 
of the year, all combined to make possible a record 
output of consumption goods. Only in the final 
quarter of the year was the output of consumers goods 
seriously threatened by raw material shortages. But 
even then, sizable inventories of the commodities 
eventuaUy to be in short supply made possible the 
maintenance of sales. 

With the outbreak of war, the increased supplies of 
goods for consumers coexistent with a growing quantity 
of armaments came to an end. The immediate 
stepping up of the arms program, the conversion of 
civUian plant, the curtaUment of suppUes from the 
Far East, and the spreaduig shortage of many raw 
materials, made it abundantly clear that consumption 
would be fettered to an increasing degree for the 
dm-ation of the war. 

For 1941 as a whole, consumer expenditures for goods 
and services rose to 74 bUUon doUars. The previous 
year they had been 65 biUions. After adjusting for the 
rise in retaU prices, it appeared that real consumption 
had risen nearly 10 percent. When compared with 
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1929, consumption for 1941 had advanced one-fifth 
while on a per capita basis it had increased in the 
neighborhood of one-eighth. 

Thus, the Nation entered a war period extraordinarUy 
well prepared for the restrictions on consumption that 
wiU be required. Stocks of durable goods in the hands 
of consumers were the highest in history, with an 
unusually large proportion of them produced in the 
last few years and hence in very good shape. More
over, production of nondurables, including foods and 
other agricultural products, was also at a record high. 

Retail Distribution 

Sales of retaU stores mirrored the course of the con
sumption advance, both io its entirety and in the vary-
mg movements of the (Ufferent commodities. RetaU 
purchases rose to an estimated total of 53.6 biUion 
doUars, more than one-sixth above the 45.7 biUion 
doUar volume of the previous year. However, allow
ance for higher prices cut the gain in real terms to ap
proximately one-tenth 

The aggregate of sales within the year was what 
might have been expected, on the basis of past relation
ships, with the level of income that existed. However, 
the pattern during the year differed quite markedly 
from the movement that usuaUy occurs as a result of 
seasonal influences. 

RetaU purchasmg was in line with income payments 
for the most part during the first six months. But in 
the third quarter, a combination of events set off a 
wave of consumer buying that expanded sales to an 
unusual degree. Of chief importance in this regard 
were the cessation of sUk imports from Japan, a grow
ing awareness of raw material shortages among the 
metals, and an anticipation of rising retaU prices be
cause of new Federal taxes and previous mark-ups at 
the wholesale level. 

FoUowing the unusual third quarter sales, purchasing 
in the fourth quarter, including the Christmas season, 
fell short of expectations based on consumer income. 
But again at the start of the current year, 1942, the 
issuance of a number of orders limiting civUian produc
tion in many lines unleashed another buying wave of 
even more generalized nature. Hence except where pur
chasing was restricted by Government order, sales 
during January did not experience the after-holiday let-
do-vvn to anywhere near the usual extent. 

Though output of many civUian durables had been 
limited in the fitaal quarter of 1941, supplies were ample 
for the most part to fill demand. The extraordinary 
production in the previous 9 months had made possible 
an expansion of wholesale and retaU stocks, and these 
were drawn upon, even through the first part of this 
year. At the same time, however, in those cases where 
supplies were shortest, rationing was undertaken in an 
effort to realize an eflBcient distribution among con

sumers. Thus, as pointed out m the introductory 
section, by the start of 1942 it had become apparent 
that the pattern of consumption for the duration of the 
war would be altered drastically and that the aggregate 
of goods avaUable for purchase would be seriously cur
taUed. Nevertheless, the country is m a relatively 
good position to meet the essential requirements of the 
civilian population even under the high stress of a full 
war effort. But many of the items m its high living 
standard wUl have to be sacrificed for the time being. 

Figure 17.—Value of Sales of Retail Stores by Kind of 
Business 
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Sharp Expansion in Sales of Durables. 

Consumer demand for durable goods reacts most 
strongly to changes in the level of income and employ
ment. Hence, sales of such items as automobUes and 
their supplies, household furnishings and apphances, 
and buUciing materials and hardware, all advanced 
very sharply in 1941 Purchases of these commodities 
increased on the average f"om 20 to 25 percent, when 
measured in terms of value. Gams also were extensive 
in real terms; sales of new passenger cars, for example, 
increased to 3,800,000 units, the second best year m the 
history of the industry and approximately one-tenth 
above the previous year. 

RetaU buying of nondurables also mcreased consid
erably during 1941, the value of sales rising 16 percent 
on the average. Among stores specializing in these 
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commodities, apparel shops experienced the most heav
Uy expanded busmess. with the value of sales advancing 
one-fifth. Even food stores, whose busiaess usuaUy 
fluctuates to a smaller extent than does that of most 
other shops, experienced an unusual rise in sales of more 
than one-seventh, though a good part of this increase 
represented higher prices. LUcewise eating and drink
ing establishments reported large sales increases, 
extending a steady growth of recent years. The sales 
volume of this group moved ahead 16 percent in 1941 

Table 13.—Sales of Retail Stores, by Kind of Business 

stores, by kmd 

Durable goods stores 

Building materials and hard-

Other 

All retail stores m 1935-39 dol-

All retail stores, per capita, in 
1935-39 doUars - — 

Sales (milhons of dollars)' 

1929 

48,459 

14,180 
34,279 

10,967 
2,125 
4,241 
1,787 

3,846 
2,755 
7,043 
1,690 
9,016 
4,990 

41,032 

338 

1933 

24,517 

4,844 
19,673 

6,776 
1,430 
1,930 
1,632 

1,343 
959 

2,367 
1,066 
4,982 
2,132 

28,262 

225 

1939 

42,039 

10,376 
31,663 

10,165 
3,620 
3,259 
2,823 

2,73S 
1,733 
5,646 
1,662 
6,475 
4,221 

42,667 

326 

1940 

45,694 

12,157 
33, 637 

10,764 
3,721 
3,413 
2,982 

2,987 
1,934 
6,819 
1,660 
6,791 
4,633 

45,749 

347 

1941 

53,613 

14,882 
38,730 

12,411 
4,319 
4,089 
3,500 

3,722 
2,387 
8,226 
1,864 
7,616 
5,479 

60,182 

377 

Percent
age in
crease 

1941 over 
1940 

17 3 

22 4 
15 5 

IS 3 
16 1 
19 8 
17 4 

24 6 
23 4 
20 6 
13 0 
12 1 
18 3 

9 7 

8 6 

' Per capita sales in dollars 
Source V S Department of Commerce 

Buying from general-merchandise stores rose to a 
somewhat smaUer extent, with sales up about one-
eighth on the average. However, within this group 
purchases from maU-order houses, responding in part 
to greatly augmented farm income, jumped nearly 30 
percent as compared with 1940. Department-store 
sales increased 17 percent. 

Consumer Credit Supports Retail Trade 

As in past years, consumer purchasing was aug
mented by abundant credit supplies avaUable on Uberal 
terms. Approximately one-seventh of retaU sales were 
made either on an instaUment account basis or by 
means of cash obtained through installment loans. 

The movement of consumer credit foUowed closely 
the changing volume of consumer durable sales. Thus 
extremely heavy buying during the first 8 months of 
1941 w,as a major factor in the growth of total consumer 
instaUment credit to a record peak of 6.1 bilUon dollars 
outstanding at the end of August. Subsequent to 
August, however, sales of durables lagged and these total 
outstandings declined by the end of the year to approxi
mately 5.6 bUlions. Moreover, the likelihood of a 
drastic reduction of consumer durable goods output 
pointed to a very marked decline in the volume of 
instaUment credit. Consumers wUl continue to make 
repayments on the debts built up during the past several 

years. However, they will find it impossible to buy 
many commodities, particiUarly durable goods, which 
normaUy involve the use of crecUt, and a sharp contrac
tion of retail consumer mstaUment debt wiU result. 

The volume of retaU installment sales increased more 
than one-sixth in 1941 to a record total of 6.9 biUion 
doUars. This figure does not include a fuither esti
mated 1 to 1.5 bUlion doUars which was made avaUable 
for purchase of consumer durables through cash loans 
made by banks and other credit agencies. Thus total 
consumer purchases on some form of mstaUment credit 
in 1941 were in the neighborhood of 8 bUlion dollars. 

Roughly nine-tenths of retaUers' installment sales 
represented such consumer durable goods as automo
bUes, refrigerators, ranges, and a variety of house
hold equipment and hard merchandise. The remaiaing 
tenth chiefiy included apparel and other soft goods, and 
jewelry. As in other years, by far the largest volume 
of sales on time was made by automobUe dealers, includ
ing both new and used cars. Indeed, moie than half of 
total retaU instaUment sales (approximately 3.9 biUions) 
represented time payment sales of automobUes, an 
amount nearly 20 percent m excess of 1940. InstaU
ment credit advanced by general merchandise stores and 
furniture stores also gained about 20 peicent to a com
bined total of 1.6 bUlion doUars in 1941. A somewhat 
smaUer rise was reported by household appliance and 
radio stores. 

Federal Reserve Board Places Curbs on Consumer Credit. 

One event of some significance in luniting retail sales 
of durables duriag the final quarter of 1941 was the 
tightening of consumer credit terms under regulations 
promulgated by the Federal Reserve Board. By Execu
tive order in August, the Board was directed to regulate 
the issuance of consumer credit as an aid in curtaUing 
the demand for commodities which embodied raw mate
rial needed in the output of armameiit and in the con
struction of capital facUities required by the armament 
program. 

To this end, regulations governing the issuance of 
installment credit for 24 metal-using commodities were 
placed in effect on September 1. In general, these 
regulations iacreased down payments and shortened 
payment periods. In but few instances, however, did 
the new terms dUfer drasticaUy from those already 
prevaUing over large sections of the trades concerned. 

Though the new credit regulations may have played 
some part ia cutting instaUment credit during the final 
quarter of 1941, they probably exerted only minor 
influence. Of more importance were the various factors 
set forth above which led to consumer stockiag during 
the late summer months, but curtaUed consumer demand 
in some segments of the retaU markets at year end. 
Maialy because of reduced production of consumer 
durable goods, a further drastic decline in installment 
credit outstanding is expected throughout 1942. 
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Wholesale Distribution 

Wholesalers experienced a general expansion of busi
ness m 1941. Both the high rate of business expendi
tures and the increase m retaU sales were instrumental 
m elevating the aggregate of wholesale trade to 80 
biUion doUars. This value, of course, is the sum of aU 
intermediate transactions, the same commodity often 
passing through the hands of several dealers. The 1941 
total lepresented the largest volume m trade annals and 
was an mciease of 18 biUions or 29 percent over 1940. 
Here agam, however, higher prices were responsible for 
a good pait of the advance—possibly as much as two-
fifths. 

The most important wholesale group are the service 
and limited-function dealeis These more closely 
represent what are generaUy termed wholesale mer
chants and jobbers, and they account for about 40 
percent of the total wholesale trade. The remaining 
tiade is handled for the most part by manufacturers' 
sales branches and offices, petroleum bulk stations and 
terminals, agents and brokers, and assemblers 

The service and lunited-function dealers mcreased 
their busmess about 30 percent, turning over some 
34 5 biUion dollars of goods within the year Much of 
this gain was concentrated in the first 3 quarters, as 
retaUers purchased in steadUy heavier volume durmg 
this peiiod. Not a little of the buying by retaUers 
repiesented mventory accumulation, which by autumn 
was almost a fifth lugher than m the hke period of 1940 
(here again part of the increase repiesented higher 
prices). 

This retaU stock accumulation, m combination with 
less vigorous consumer buying, slowed wholesalers' sales 
somewhat in the final quarter, in contrast to the 
marked advance in the earlier part of the year. 

As was tho case among retailers, those wholesalers 
specializing in durable goods received the largest m-
crease m business. This movement was even more 
evident for wholesalers, since those han(Uing producers' 
goods, such as machinery, metals, hardware, plumbing 
and heatmg supplies, and electrical goods, received 
business rangmg from 40 to 50 percent above the 1940 
value. Wholesale dealers m dry goods, clothing and 
footwear, lumber and buUdmg materials, and furniture 
and housefurnishmgs increased their sales about one-
third in value. Again, even grocery and food dealers, 
whose gams usuaUy do not vary widely from year to 
year, reported sales receipts one-fifth higher ia 1941 
than in 1940; price changes, however, accounted for the 
major portion of the advance. 

Inventories 
A substantial part of 1941 output went mto inventory 

holdings. Altogether, business inventories were ex
panded to record size in a broad wave of accumulation 
that reached its crest in the final quarter of the year. 

439997—42 5 

However, m contrast to the large inventory advance 
that occurred m 1937 and in the closing montlis of 
1939, last year's rise did not serve as a major factor 
shaping the increase in aggiegate pioduction. Rather 
it reflected the needs of that increase, as well as the 
reaction to the supply and price conditions thereby 
created 

Thus, a sizable part of the advance in manufacturers' 
stocks represented goods m process and necessary raw 
materials as growing output required larger inventories 
in these forms. At the same time, the strong demand 
for final products which prevailed in all markets 
tliroughout the year effectively prevented any excessive 
pUing up of finished goods inventories in the hands of 
manufacturers. Finally, the contmued rise in prices, 
as well as actual and potential shortages led to much 
protective buying. Of couise, increased prices also 

Table 14.—Estimated Value of Inventories 

[Billions of dollars] 

End of J ear 

1938 
1939 
1940-
19412 — 

Grand 
total 

18 2 
19 3 
21 2 
27 3 

Manufacturers 

Total 1 

10 0 
10 7 
119 
15 8 

Durable 

4 4 
4 8 
5 8 
7 8 

Nondurable 

S 1 
5 4 
5 G 
7 3 

Whole
salers 

3 3 
3 5 
3 7 
4 7 

Eetailers 

4 9 
5 1 
5 5 
6 8 

• Includes the printing and publishing and miscellaneous industries 
' Preliminary. 
Source U S Department of Commerce 

made for higher valuations as supplies were converted 
into inventories at progessively higher prices 

Combined inventories of manufacturers, wholesalers, 
and retaUeis amounted to 27 bUlion dollars at the end of 
December, moie than 6.1 billion above their value at 
the end of 1940. Though over one-third of the rise can 
be attributed to higher prices, the mcrease in physical 
stocks was the largest yet reported. Manufacturers 
registered the heaviest advance of the three groups, as 
their holdiags rose to a value of 15 8 biUion doUars at 
the end of the year, compared with slightly less than 12 
billion at its beguining. RetaUers' stocks increased in 
value from 5 5 billion doUars to about 7 biUion, whUe a 
rise of a bUlion in wholesale stocks lifted their aggre
gate value to 4 7 bUlion. In percentage tei-ms, manu-
factureis' inventories increased 33 percent, whUe those 
of retaUers and wholesalers advanced 24 and 27 percent, 
respectively. 

An outstanding feature of the last half year was the 
sharp mcrease m the value of inventoiies relative to 
output m manufacturmg industries. This develop
ment reflects the many influences retardmg output 
gaias plus those leading to protective inventory accu
mulation as the year progressed. A'luch of the available 
slack in manufacturiag capacity, which had made 
possible earlier laige mcreases m output, had been 
taken up by the midcUe of the year. As a result, the 
Depaitnient's index of manufactureis' shipments (Jan-
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uary 1939=100) rose only 15 points after June com
pared with a use of 39 pomts during the precedmg six 
months. On the other hand, the rate of mventory 
accumulation m the last half of the year was approxi
mately double that prevaUmg over the first six months 
Both factors thus combined to lift the relationship of 
inventories to shipments to the new and higher levels 
shown on figure 18. 

Figure 18.—Relationsliip between Manufacturers' 
Inventories and Sliipments 

3 4 5 6 7 8 9 10 

MONTHLY SHIPMENTS (BILLIONS OF DOLLARS) so 4t-st 

NoTP —December 1941 data were not available m time to include them m this chart 

Source V S Department of Commerce 

Duriag the first haK of 1941 a paraUel growth of 
mventories and shipments is revealed by the figure. 
Expanding output caUed for larger stocks in this period 
as in previous years. By the middle of the year, how
ever, the emphasis in over-all inventory policy had 
shifted from the maiatenance of previously estabhshed 
stock-shipment patterns to protective buying on a large 
scale. Though further advance in production had now 
become dependent upon the relatively slow expansion 
and conversion of faciUties, inventories pUed up at an 
accelerated rate. Moreover, the scope of the move
ment graduaUy broadened untU it embraced almost the 
entire produciag economy. 

Durable goods iadustries continued to pace the rise 
with record accumulations of more than 700 million 
dollars ia the final quarter and only slightly less ia the 
third quarter of the year. Particularly large increases 
were recorded for those industries engaged in producing 
for the war effort. Thus, the index for transportation 
equipment closed the year at 662 compared with 428 
in June and 278 at the beginning of the year. SimUarly, 
the index for electrical machiaery reached 238 at the 
year end—up nearly 100 points from the previous year. 
The Department's index of the value of inventories 

held by all durable goods iadustries rose from 130 to 
176 duriag the year. 

The second half yeai also witnessed a tremendous 
advance in the value of stocks held by producers of 
nondurables. Large increases in foods, textUes, chemi
cals, and other nondurables were recorded as it became 
apparent that shortages were spreading to areas pre
viously affected but little and that the upward pres
sure on prices was becoming more intense Altogether, 
the value of inventories held by producers of non-
durables rose more than 800 mUlion doUars during the 
final quaitcr of 1941 For the year as a whole the index 
for nondurables advanced fiom 111 to 144 [average 
month, 1939=100]. 

Widespread protective buying coupled with slower 
advances in manufactm-mg production have thus 
strengthened the over-all inventory position of manufac
turers Wide variation exists among different indus
tries, however. For example, the iron and steel and 
their products group increased shipments during 1941 
with httle change m inventoiies. Other industries, 
unable to expand shipments, continued to increase 
stocks. Large advances m the shipments of war indus
tries kept their rapidly growing inventories closely in 
line with previously established patterns. But in the 
aggregate, the level of stocks with reference to shipments 
is now considerably higher than in the pattern exhibited 
prior to June. 

Retail and wholesale inventories were discussed in 
some detaU hi the January issue of the Survey. Since 
then, the year-end census of independent retaU stores 
conducted by the Department of Commerce has shown 
that total stocks reported by more than 8,000 stores in 
34 States were 21 percent higher on December 31, 1941, 
than they were one year ago. Increases ranged from 8 
percent in drug stores to 30 percent in the furniture, 
household, and radio gioup. Dealers in commodities for 
which demand has been particiUarly heavy such as 
hardware stores, and lumber and buUding materials 
made much less than average additions to stocks. 

Construction 
Relatively larger than the expansion of manufactm--

ing was the advance in construction. Record capital 
formation created as a lesult of direct mUitary require
ments and the indu-ect stimiUus of armament expendi
tures yielded a volume of construction in 1941 half 
again the size of that in 1940 and the largest for any 
year since 1928. Total expenditures on new con
struction are estimated to have been just under 11 
billion dollars (see table 15 and figure 19). 

A considerable part of the construction during the 
year, and aU of the increase over 1940, was related to 
the war effort. The outlay on publicly-owned con
struction more than doubled that of the previous year, 
with most of the increase occurring in mUitary facUities, 
war pioduction plants, and housing in critical areas. 
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The total was weU above any other year mcluding those 
of the last war. 

Through the final quaiter of the year construction 
which did not meet war requirements suffered increas
ingly because of difficulty in obtaining essential ma
terials. However, by the year end there had been 
Uttle more than a seasonal dechne in total construction 
activity. And war requirements suggested that, in 
spite of drastic curtaUment of some types of projects 
because of the scarce material supplies, total expendi
tures on construction m 1942 would at least approach 
the 1941 level. Duect mUitaiy construction is to be 
much heavier than last year, while the buUding of new 
plant should be reduced but little. In addition, con-
Figure 19.—Estimated Value of Total, Public, and Private 

New Construction 

BILLIONS OF DOLLARS 
121 

10 

.... A 
PUBLIC" 

-X I I u 

'-^^^<r^>"'—'^ 
. — - • ' 

laas '27 '28 '29 '30 '31 '32 '33 '34 "35 "36 '37 '38 '39 '40 '41 
D0 4SZ4 

NOTE.—Data do not ineludeworlc relief new constructionfor which separatefigures are 
not available Data for total work-relief construction are shown in Table 15, 
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Source IT S Department of Commerce 

siderable activity in other fields, includiag residential 
buUding, is deemed essential to the war effort. 

Residential Construction 
Increased consumer purchasing power, the extraor

dinary growth in the number of new famUies, and 
extensive internal migration iato war production areas, 
aU combined to create during 1941 the heaviest demand 
for housiag since the late twenties. Outlay on new 
nonfarm residential constiuction rose to 3.2 biUion 
dollars, 25 percent in excess of that in 1940. The peak 
for housing expenditures was realized in 1926 with an 
outlay of 4.6 bUlion, whUe the low point in recent years 
was the 413-mUlion-doUar-ex'penditure in 1933. Alto
gether, work was started on 615,000 nonfarm dweUmg 
units, 14 percent more than in 1940 and the largest 
number in 13 years. 

As a matter of fact, the effective demand for housing 
was even greater than these figures indicated. The 
number of vacant dweUings declined markedly and for 
the country as a whole the vacancy ratio was reduced 
below what is usuaUy considered normal. In many 
war production areas, of course, vacant dweUiag imits 
declined to an irreducible minimum. In addition. 

conveision and rehabUitation of existmg structuies were 
undertaken to an unusual degree, while light house
keeping units, traUers, and other dweUing units not 
counted as new construction, appeared in large num
bers within many critical areas. 

The strength of the housing demand m 1941 is 
further emphasized when it is realized that the large 
gain occurred m the face of a substantial lise m costs. 
BuUding costs for a standard 6-i-oom frame house, for 
example, rose 11 percent. 

However, the mcreased level of mcome tended to 
offset the retardmg uifluencc of the cost advance, not 
only du-ectly but also through various mdiiect effects. 
Thus, whUe the number of mariiages m 1939 and 1940 
was exceptionaUy high, favorable economic conditions 
and the war led to a further mcrease last year. Some of 
the war marriages of couise did not create new house
holds; nevertheless, the net iacrease in households 
probably exceeded the large niunber reported in each 
of the previous two years. Again, the increased income 
favoied fm-ther "undoublmg" where two or more fami
lies had been livmg as one household. No statistical 
measurement of this latter development exists, but 
evidence fiom many souices pomts to its havmg grown 
markedly last year 

A good shaie of the mcreased residential building 
represented public construction. About half a bUlion 
dollars was spent on public housing in 1941, as com
pared with 200 miUion m 1940. Approximately one-
third of the total represented a continuation of the 
slum clearance program. The balance of public buUd
ing was required to meet housing shortages in critical 
areas of war production. 

To assure an adequate program for this puipose, the 
President established a Coordinator of Defense Hous
ing, whose duty it was to gauge the needs and arrange 
with the necessary authorities that the materials be made 
avaUable and the actual construction be undertaken. 
For the most part the buUding itself was carried out by 
the various housiag agencies under the Federal Works 
Admiaistration. Altogether, 106,000 imits were started 
and 65,000 units had been completed up to the end of 
1941. One significant aspect of this program was the 
emphasis on demountable housing which served to 
encourage and develop prefabrication. 

By the year end the outlook for housiag during 1942 
had been rendered very complex because of the grow-
iag shortage of raw materials, particularly metals. In 
mid-September, priority assistance for obtaining re
quired materials was limited to those new housiag units 
ia critical areas which cost less than $6,000. Inventories 
in the hands of buUduig supply dealers were consider
able, however, and construction of larger units remauied 
in sizable volume. BuUding of this character cannot 
contuiue indefinitely; so most new residential construc
tion ia 1942 wiU of necessity have to fulfill priority 
specifications. 
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The total supply of scaice mateiials that woiUd be 
aUocated for housmg purposes had not been detci-
mmed at the year end. A figure of 300,000 muts—• 
200,000 privately owned and 100,000 publicly o-wned— 

Figure 20.—Estimated Value of Public and Private 
New Construction by Type 

BILLIONS OF DOLLARS 
izr 

1929 1933 1937 1938 1939 1940 1941 

N'OTE —See note on Figure 19 
Source U S Department of Commerce 

had been announced by piiority authoiities, but no 
specffic time limit had been included. At the start of 
this year, applications had been approved covering all 
of the public and about half of the private quota Appli
cations were being received at a rate wMch would 
exhaust the balance of the quota before the end of the 
first quarter m 1942. At that time, the urgency of 
additional housing m critical areas will have to be 
weighed against other essential needs and the total 
residential building which must be undertaken in 1942 
can then be determined. 

In this regard, the heavy residential building last 
year was of particular importance, for on the whole it 
left the American people better housed than at any 
other time in the last decade. Only in areas requiring 
an infiux oi new labor will residential building bo ex
tensive. In all sections, the rise in the number of house
holds normal in more usual times wUl be curtaUed 
because of war service. At the same time, restrictions 
on new construction should again encourage a laige 
amount of conversion and renovation of existmg struc
tures, as weU as the increased use of light housekeepmg 
quarters, traUers, and other alternatives to new building. 

Industrial Construction 

One of the most significant construction developments 
durmg 1941 was the increased buUding of manufactur
ing plant. The creation of a tremendous new arma
ment industry, combined -with a sizable expenditure on 
plant for civUian use, carried the total outlay to 1.9 
biUion dollars. This was more than double the 1929 
peak and perhaps 3 tunes the volume realized in the 
high year of the last war 

As stated io the introductoi-y section of this economic 
review, over half of the plant construction occurred m 
the direct armament industries, mcluding the tremen
dous expansion of aircraft capacity, a more than triplmg 
of the Nation's shipways, and the enormous growth in 
plant for turning out such commodities as tanks, guns, 
ammunition, and explosives As a matter of fact, new 
armament plant constructed in 1941 Avas itself more than 
double the entire plant investment (not including 
machmery, of course) of the automobile industry 

Table 15.—Construction Activity in 

I t e m 

T o t a l cons t ruc t ion ( n e n , v, ork relief, a n d ma in t enance ) 

N e w const ruct ion - - - - - - -
I ' r i \ a te construct ion - - -

Ees iden t ia l (nonfarm) • 
N e t n o n i e s i d e n t n l bu i ld ing 

C o m m e r c i a l ' -
F a c t o r y ' 
Other non re s iden t i a l - -
Deduc t—^Nonrc iden t i i l bu i ld ing b y p r iva te ly 

owned util i t ies 

P u b l i c u t i l i t y cons t ruc t ion 

Nonre s iden t i a l bu i ld ing 

F a c t o r y " -
o t h e r nonres ident ia l bu i ld ing 

M i l i t a r y a n d n a v a l • 
Al l o the r p u b l i c c o n s t r u c t i o n ' -

the United States, 
[Mil l ions of dollars] 

1929 

13,780 
10,554 
3,220 

10, CC8 
8,257 
3,o62 
2,501 
1,187 

830 
568 

84 
C31 

1 603 
2,411 
1,248 

642 

642 
19 

502 

3,112 
2,297 

815 

1930 

11, 409 
7,761 
3,648 

8,398 
5,621 
1,790 
1,888 

998 
619 
467 

96 
431 

1,512 
2,777 
1,481 

647 

647 
29 

620 

3,011 
2,140 

871 

1931 

8,676 
5,323 
3,353 

6,347 
3,770 
1,460 
1,096 

582 
214 
356 

66 
267 
947 

2,677 
1,323 

591 

591 
40 

623 

2,329 
1,553 

776 

1932 

5,330 
2,912 
2,418 

3,678 
1,784 

638 
544 
203 
83 

220 

22 
140 
462 

1,794 
910 

408 

408 
34 

436 

1,752 
1,128 

024 

1933 

4,142 
2,285 
1,857 

2,485 
1,269 

413 
417 
135 
188 
104 

10 
194 
245 

1,216 
676 

191 

191 
36 

314 

114 

1,643 
1,016 

627 

by Function and Ownership ' 

1934 

5,416 
2,752 
2,663 

3,044 
1,568 

591 
441 
157 
178 
117 

11 
219 
307 

1,486 
821 

1 
207 

10 
9 

188 
47 

410 

578 

1,793 
1,194 

599 

1935 

6,956 
3,461 
2,495 

3,497 
2,048 

913 
457 
196 
160 
113 

12 
340 
335 

1,449 
622 

9 
260 

8 
4 

248 
37 

621 

406 

2,053 
1,413 

640 

1936 

8,044 
4,630 
4,014 

5,002 
2,888 
2,368 

698 
255 
284 
176 

16 
358 
464 

2,174 
878 

61 
540 

13 
3 

530 
29 

662 

1,130 

2,462 
1,742 

710 

1937 

9,139 
5,664 
3,575 

6,748 
3,710 
1,655 
1,022 

369 
503 
179 

29 
413 
620 

2,03<! 
850 

93 
467 

17 
4 

440 
37 

501 

775 

2,610 
1,854 

762 

1938 

9,129 
5,009 
4,060 

6,392 
3,306 
1,767 

683 
292 
191 
224 

21 
364 
492 

2,086 
837 

35 
571 

21 
14 

536 
62 

581 

1,202 

2,535 
1,763 

772 

1939 

9,960 
6,563 
4,397 

6,245 
3,744 
2,046 

746 
294 
229 
247 

24 
425 
527 

2,501 
884 

81 
783 
25 
17 

741 
119 
634 

1,032 

2,683 
1,819 

864 

1940 

10,636 
6, 268 
4,368 

7,085 
4,409 
2,323 

973 
347 
441 
217 

32 
468 
645 

2,676 
945 
202 
501 

23 
126 
352 
473 
555 

805 

2,740 
1,859 

887 

1941 

14,325 
7,212 
7,113 

10,811 
5,236 
2,675 
1,191 

388 
611 
242 

50 
540 
830 

5,675 
1,013 

482 
1,672 

26 
1,286 

360 
1,768 

640 

613 

2,901 
1 976 

925 

' Approximately comparable dat<i beginning with 1915 are available in "Construc
tion Activitj in tho United States, 1915-1937," Domestic Commerce Series No 99 

2 Preliminary estimates of tho Bureau of Labor Statistics Further revision, 
dependent on incorporation of final census data, is m progress 

' Small but indeterminate amounts ot public factory and commercial construc
tion included under private construction prior to 1934 

<Estimatesof the BiircauofAgriculturalEconomics.includcindeterminatd amounts 
of mamtonanoo 

' 1940 and 1941 public factory figures include all Army and Navy warehouses not 

a part of tho cantonment program Previous to 1940 all warehouses other than those 
constituting integral parts of factories were classed as commercial 

> Includes cantonments, aeronautic facilities, navy yards and docks. Army and Navy 
hospitals, etc 

' Includes construction expenditures for sewage disposal, water supply, conservation 
and development (chiefly rivers and harbors and reclamation), and miscellaneous 
pubhc service enterprises 

Source IT. S Department of Oommorco. 
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Again, as suggested above, the rise of the arma
ment industries made necessary a further growth of 
machmery and raw material output. Chemicals, u-on 
and steel products, aluminum, and other nonferrous 
metals, were the materials undergoing the largest 
plant' expansion as a result. 

The extent of new plant classified as bemg chiefly for 
use in produciag civihan goods is best indicated by the 
fact that despite increasing raw matoiial shortages, 
the buildmg of such plant was greater than in 1940. 
Nevertheless, this stUl constituted but one-fomth of 
the total plant constiuction m 1941. The food and 
kindi-ed products, textUe, pulp and paper, and auto
mobUe mdustries undertook the heaviest construction. 

By the fourth quarter of the year, raw material 
shortages had limited both the need for civilian plant 
constiuction and the abUity to caiiy it through. 
Prioiity assistance in obtaining either machinery or 
mateiials Avas foimally denied those who sought to 
make such mvestmeni; and building of that character 
was on the decline. 

One development of significance was the huge plant 
construction carried out under the auspices of the 
Federal Government. Approximately two-thirds of 
the total industrial construction m 1941, includmg 
nmc-tenths of the armament plant, Avas on Federal 
account. 

Smce the outset of the mUitai-y piogiam m the 
second quarter of 1940, neAv industrial construction 
has risen continuously. The annual late a t the earlier 
date AÂas less than 400 million doUais; today it is more 
than 2 bUhon. Commitments already made at the 
time Avar AÂas declared mdicated that this pace Avould 
be continued a t least mto the second pait of 1942, even 
though construction of other than AÂai production 
plants had been virtually eliminated. Morcovei, the 
enlaiged arms piogiam demands a further large increase 
in industiial capacity. 

While much of the increased arms capacity is to be 
achieved in part through Avholesale conveision of 
existmg civUian plants, new constiuction also is to 
play an important role, both because neAv buUdmg is 
at times more lapid and because not a small par t of 
the lequu-ed plant is for the production of commodities 
that cannot be made in converted facUitics. All in 
all, the necessary neAv steel, aluminum, magnesium, 
chemical, bomber, ordnance, and similar plants tend 
to substantiate a foiecast that outlays m 1942 AAHU lise 
above, rather than faU below, the cm-rent la te . 

The same conclusion is expected in the case of cortaia 
typos of public UtUity construction In 1941 the total 
of this category advanced to 830 mUlion doUais, up 
considerably from the 645 mUlion of the previous yeai 
but stiU far below the volumes realized m the latter 
iAventies. Raih-oad and electric poAver construction 
both Avere much heavier as increased demand incident 
to the broad industrial expansion requhed cither an 

enlarged capacity or extensive improvement of that 
already existing. A sUnilar development may occur 
ia 1943. Electric poAver plant, for example, is sched
uled to undergo a recoid expansion. HoAvever, par t of 
the new construction of utilities, as Avith manufacturing 
concerns, AVUI be offset by deferment of mamtenance 
and repair, loquired as a result of short material 
supplies. 

Public Construction. 

Public construction had been at an all-time peak in 
1940, but it Avas more than doubled in 1941 More
over, the total of 5.6 biUion doUais Avas one and a half 
times the volume found necessary in 1918, the peak 
year of the Avar. 

A number of developments, some of which already 
have been coveied, Avere responsible for this sharp 
advance The most important Avcre the rise in factoi-y 
buUdiag for public account, the very extensive mUitary 
and naval construction, and the increased volume of 
pubhc residential buUding. In addition, hoAvever, 
almost aU other forms of public construction expanded. 
Outlay for ncAV highAvays, for example, is estimated to 
have been slightly moio than 1 billion dollars, 7 percent 
above 1940. 

Heavy Military and Naval Construction. 

One pubUc construction category A\''hich assumed 
major propoitions in 1941 Avas that which embraced the 
building of cantonments, air fields, naval bases, and 
other mUitary facilities. DetaUs on this construction 

Figure 21.—Estimated Value of Public New Construction by 
Type 
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NOTE.—See note on Pigure 19. 
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aie not available for publication. However, the total 
outlay Avithin the continental United States itself 
jumped to approximately 1.8 billion doUais in 1941, as 
compared AVith 473 miUion in 1940. Even before the 
United States became du-ectly involved in the war, 
projects had been scheduled that would naoioUian main
tam expendituie at the 1941 rate thi'ough the first half 
of 1942. Smce then, of couise, the program has been 
stepped up very markedly. 
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Rise in Construction Costs. 

I t was earlier pointed out that the huge advance 
m construction last year occurred in the face of a 
substantial increase in costs. The imperative nature 
of a large proportion of the demand, as weU as the 
increased level of income, made cost conditions a 
factor of secondai-y importance in most mstances, and 
the increase probably had but minor influence in re
tarding demand Certamly of much greater importance 
in this instance was the prospective shortage of raw 
materials in the latter part of the year. 

Quoted prices for buUdmg mateiials, as measm-cd 
by the Bureau of Labor Statistics' index, lose 9 per
cent during 1941 According to indices compUed by 
the Engineering News-Record, the advance in construc
tion wage rates within the year was 9 peicent for 
common labor and 4 percent for skilled labor As a 
result of these and other changes, the Home Loan 
Banlc Board index of the cost of buUding a standard 
6-room house lose 11 percent. 

The rise in actual costs was probably higher than is 
indicated by these and other pubhshed data. For, in 
addition to the increase in quoted prices for buUdmg 
materials, there existed less than the usual amount of 
price undercuttmg, and some premiums were even paid 
to get scarce items Moreover, fewer concessions from 
prevaUing wage rates were obtained, and more extra 
pay for overtime was required FinaUy, the problems 
and uncertainties of carrying through a large volume 
of construction m a war dislocated economy increased 
the contractor's overhead and administrative expenses, 
and required a larger margui for contingencies. In a 
"sellers' market," contractors, subcontractors, and 
others in the industry were able to mark up their prices 
accordingly. As the year ended, this general upward 
trend in costs was continuing. 

Public Utilities 
Electric Power 

The tremendous growth of industrial activity led 
to an unusual and record year for the electric power 
mdustry. Capacity, output, number of customers, 
revenue—all were the largest in the history of the 
industry. But, notAVithstanding a very substantial 
mstallation of new generating capacity, as well as the 
construction of much interconnecting transmission 
line, power output within some regions pioved inade
quate to meet peak demands for the first time since 
the last war. Moreover, at the start of the new year, 
it was clear that shortages would become more wide
spread during 1942, although peak ouput was scheduled 
again to be stepped up markedly in almost all regions. 

Sharp Advance in Industrial Sales. 

Sales of electricity to ultimate customers rose 18 
percent to a total of 140 billion kilowatt-houis in 1941. 

By far the largest expansion (28 percent, and close to 
three-fourths of the total increase) represented pur
chases by large industrial plants, chiefly a reflection of 
the heavy industrial output Newly constructed 
plants took a somewhat larger proportion of then-
power requirements from public utilities than did the 
rest of manufactuimg on the average 

Sales to commercial and residential customers also 
moved forward. The former were up about 10 percent, 
a larger expansion than that which has occurred in the 
recent past. On the other hand, the 8-percent advance 
in sales to residential consumei s Avas smaller than the 
average gam m the late thirties. 

This latter development was not the result of a 
smaller addition to the number of residential customers. 
These showed the largest increase for the past 13 years, 
partly because of the large amount of housmg for de
fense workers. However, the gain m the number of 
kUowatt-hours taken per customer Avas less than in 
recent years, rising only from 952 to 986. This was the 
case despite the fact that sales of electric appliances 
(chiefly responsible for increased household use of elec
tricity) were the heaviest on recoid For example, over 
3.5 mUlion refrigerators were pm-chased, as contrasted 
with 2 7 mUlion a year earlier, whUe the sale of 684,000 
ranges was 70 percent above the 1940 total. 

The trend toward lower rates was continued through
out last year. But in the case of residential consump
tion, the decline was smaUer than in previous yeais. 
Both the rate reductions and the more intensive use 
of electricity under graduated rate schedules, brought 
a decline in the average cost to residential customers 
from 3.84 cents a kilowatt-hour in 1940 to 3.73 cents 
a kUoAvatt-hour last year. 

Table 16.—Revenue per Kilowatt-Hour of Electrical Energy 
Sold, by Consumer Classes, 1929-41 

[Cents] 

Year 

1929 
1930 
1931 
1932 
1933 
1934 
1936 
1930 
19371 
19311 
1939 1 
19401. 
194113 

Residen
tial or 

domestic 

6 33 
6 03 
5 7$ 
5 60 
5 52 
5 33 
5 01 
4 67 
4 30 
4 14 
4 00 
3 84 
3 73 

Farm 

2 54 
2 61 
2 70 
2 98 
2 S5 
2 65 
2 86 
2 77 

«2 26 
2 2 47 
a 2 42 
2 2 48 
>2 70 

Commercial and 
industrial 

Small 
light and 

power 

4 24 
4 13 
4 17 
4 14 
4 07 
3 99 
3 82 
3 60 
3 41 
3 30 
3 19 
3 08 
2 94 

Large 
l iehtand 

power 

1 38 
1 41 
1 47 
1 53 
1 38 
1 36 
1 30 
1 19 
1 14 
1 20 
1 12 
1 06 
1 00 

Total 

2 67 
2 66 
2 76 
2 86 
2 66 
2 68 
2 46 
2 27 
2 17 
2 30 
2 16 
2 06 
1 90 

' Revised figures to conform with Uniform System of Accounts prescribed by tha 
Federal Pen er Commission , ... ^ , 

2 Based on estimated sales for all farm service, under the system of accounts in 
effect beginning 1937, farm service is not reported as a separate class 

' Data for 1941 are estimates 
Source Edison Electric Institute 

The magnitude of the increased demand for poAver 
varied Avidely fiom area to area, being particularly 
large in those regions heavUy engaged in producing 
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commodities for mUitary and capital use Industries 
producing durable goods and chemicals require excep
tionaUy large amounts of electric power. Moreover, in 
some cases, the yearly peak requirement was raised 
relative to that of any single month. Such important 
poAver consiuncrs as the electrochemical and electro-
metaUurgical industries formerly used much secondary 
power, curtading actiArity during periods of peak 
demand. Today, however, they maintain a continuous 
operation. On the average, power facUities were used 
more intensively last year, the kUowatt-hours generated 
per lalowatt of capacity advancing from 3,538 in 1940 
to roughly 3,900 m 1941. 

The effect of the new arms industries on power 
demand is well iUustrated by the experience in the 
Pacific Northwest and the Tennessee VaUey regions 

Figure 22.—Balowatt-Hour Sales of Electricity Ihiring the 
Year to Ultimate Consumers and Kilowatt Generating 
Capacity on December 31 of Plants Contributing to the 
Public Supply 
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Source Ed'son Electric Institute 

which have received large new aluminum, magnesium, 
and chemical plants. The peak requirements in the 
former section Avcre 38 percent higher in November of 
last year than a year earlier. In the Tennessee VaUey 
area, the gain was limited to 16 percent because of 
iaability to fiU aU requirements. Drought conditions so 
lowered hydroelectric reserves in that region as to make 
necessary an informal rationing of avaUable power 
supplies. Commercial and nonessential industrial uses 
Avere curtaUed, and plans for the inauguration of poAver 
priorities throughout the entire section were formulated. 
However, a timely end to the drought indefinitely post
poned the latter program. 

Large Expansion of Capacity. 

Peak requirements for the country as a whole occur 
in December. This past year they stood more than a 
tenth above those of December 1940. To meet such a 
demand, the utilities undertook one of the largest ca
pacity expansions in their history. Altogether, 2,854,-
000 kUowatts of new generating capacity was instaUed 

in 1941, only a very small part of this beiag for replace
ment. More than two-thu-ds of this was added by 
private electric uiUity companies, Avhile approximately 
one-fourth represented new Federal plant, and the 
remaining small amoimt Avent into municipal utilities. 
At that, installations fell short of the total scheduled 
for the year because groAving raw material shortages, as 
well as competition from shipbuilding and other indus
tries, held back equipment production 

Table 17.—^New Capacity Added, Capital Expenditures, and 
Security Issues by the Electric Power Industry, 1936-41 

Year 

1930.. 
1937 
1938 
1939 —1 
1940 
1941 

Net addition 
to generating 

capacitv 
(thousands of 

kilowatts) 

490 0 
669 9 

1,907 7 
1,275 8 
1,321 0 

' 2,712 0 

Capital 
expendi

tures 

Security issues i 

New 
capital Total 

Millions of dollars 

289 7 
465 5 
482 0 
430 0 
596 6 

2 654 1 

59 7 
82 0 

123 1 
16 2 
92 4 
97 1 

1,331 9 
645 7 
964 0 
996 3 
989 5 
740 S 

' Preliminary 
' Not including common-stoeli; rights and warrants 
' Estimated on 10 months' operations 

Sources Net addition to generating capacity is based on data published by the 
Edison Electric Institute, capital expenditures and security issues were compiled 
by the Electrical World. 

Installations def cired untU 1942 totaled some 600,000 
kUowatts. There remaia scheduled for instaUation 
durmg the current year, 3,655,000 Idlowatts. Whether 
or not such a program can be fulfilled rests upon the 
aUocation of raw materials and machinery produciag 
capacity by the War Production Board. 

Though the expansion in generating capacity was 
extremely large, it stUl was less than the increase in 
peak demand, a deficiency made up by di-awiag on 
existiag reserves. In this regard, reserve requirements 
were decreased somewhat by construction of a large 
number of iaterconnectiag transmission lines For 
example, poolmg arrangements in the Southeast area 
were effected to mclude utUities in 13 States from Ohio 
and Vn-ginia to Florida and Louisiana. Thus, if neces
sary, power can be made avaUable to the Southeast 
from the Middle West by displacement through a 
series of interconnections. 

Railroads 

The railroads—a major industry whose operations 
consistently failed to recover substantiaUy duriag the 
past decade—Avere caUed upon to move a volume of 
freight and passengers in 1941 that in many iostances 
strained their existmg eqmpment capacity. Indeed, at 
the peak period of freight traffic, the carriers achieved a 
record operating performance. One result of this 
heaAry increase of bxismess was a decided improvement 
in the carrier's financial position, net operating mcome 
approaching the level of 1929. At the year end, the 
raUroads, like many other iadustries, found their 
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position transfoimed from one of insufficient demand 
to one reqiurmg an expansion of existmg facilities m 
order that traffic volumes expected in 1942 might be 
adequately handled. At the same time, howevoi, the 
cairier's abUity to obtain such equipment was severely 
limited by the great need for materials and labor on 
the part of the war production industries. It thus 
appeared necessai-y for the loads to achieve the most 
complete cooperation and coordination duimg this year 
m an effort to realize their utmost efficiency of operation. 

Traffic and Earnings. 

Carloads of railroad freight last year rose 16 percent 
over 1940, the total for the year reachmg 42 3 miUion 

Figure 23.—Indexes of Freight Carried One Mile, Freight 
Cars i n Service, and Industrial Production. 
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state Commerce Commission, inde\ of Industrial Production, Board of Governors 
of the Federal Beser̂  e System 

cars. Traffic attained peak proportions by the middle 
of June, and from that time to the end of October, 
omittmg 2 holiday weeks ia the intervening period, 
averaged 901,000 cars Aveeldy. The volume in the 
highest week of the year (October 12-18) amounted to 
923,000 cars, compared with 838,000 in 1940 and 
856,000 in 1939. 

The mfluence of the armament program Avas espe
cially CAadent m the expansion of miscellaneous (manu
factures), ore, coke, and foi est product loadmgs 
These rose 24 percent over 1940, in keeping with a 
27-percent advance in industiial output and an increase 
of about one-foin-th m construction. The groups 
showmg smaUer gams included agricultural products 
(up 6 percent), less-than-carload merchandise (up 5 
percent—a substantial increase, hoAvever, for this slug
gish group), and coal (up 11 percent). 

The 16-percent rise m carloadmgs understated the 
expansion of freight traffic, however, for ton-miles of 
revenue freight mcreased by one-fourth, as the war 
program lequired that larger volumes of durable 
products be transported over longer distances. As a 
matter of fact, the ton-mUeage for the year was the 
largest on record, as an abnormaUy high proportion 
of total trafiio moved by main line between large 
centers of production. 

Table 18.—Operating Revenues and Income, Fixed Charges, 
and Net Income, Class I Steam Railways (Excluding Switch
ing and Terminal Companies), 1929-41 

[Millions of dollars] 

Year 

1929 
1930 
1931 -
1932 
1933 
1934 
1935 
1936 
1937 
1938 
1939 
1940 
1941 

Gross 
operating 
revenues 

6,279 6 
6,281 2 
4,188 3 
3,126 8 
3,096 4 
3,271 6 
3,461 9 
4,052 7 
4,166 1 
3, 665 5 
3,995 0 
4,296 6 

»5,346 7 

Operatmg 
ratio 

71 76 
74 43 
76 97 
76 87 
72 66 
74 64 
75 11 
72 33 
74 87 
76 35 
73 06 
71 90 

»68 53 

Net rail
way op
eratmg 
mcome 

1,251 7 
868 9 
626 6 
326 3 
474 3 
462 7 
499 8 
007 3 
690 2 
372 9 
5S8 8 
682 1 

5 999 6 

Fixed 
charges 

680 4 
071 0 
660 2 
654 1 
665 7 
653 1 
648 9 
653 3 
629 0 
014 4 
607 7 
008 6 

1020 0 

Net in
come 

896 8 
523 9 
134 8 

'139 2 
'5 9 

'16 9 
7 5 

104 6 
98 1 

'123 5 
93 2 

188 9 
1500 5 

» Prehmmary. 
' Deficit 
1 Estimated 
Sources Interstate Commerce Commission and Association ot American Railroads 

Freight revenues increased 25 percent, or about 911 
mUhon dollars The 1941 figure has been exceeded m 
only 6 other years (between 1923 and 1929) in raUi-oad 
history. I t Avas about 380 mUlion doUais under 1929. 
Revenue per caiload advanced to 105 dollars, compared 
Avith 97 doUars m 1940, and 91 in 1929. 

Although less important from a revenue standpoint, 
passenger traffic also rose sharply (22 peicent) from 23.8 
bUlion passenger-mUes in 1940 to appioximately 29 
biUions in 1941, only shghtly below 1929. Much of the 
1941 traffic gam consisted of troop movement and travel 
by armed personnel on leave. The mcrease for the year 
in passenger revenues approximated 100 mUlion dollars. 

CharacteristicaUy for the laUroads which have a 
large proportion of costs that remain relatively stable 
as operations mcrease or decrease, costs advanced less 

Figure 24.—Financial Operations of Class I Railways, exclud
ing Switching and Terminal Companies' 
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1933 

1 Rents represent the consolidated net balance of equipment and jomt-facility 
rentals 
Source Interstate Commerce Commission 

than revenues, as shown in table 18. Aggregate operat
ing revenues rose by nearly one-quarter (1,050 mUlion 
doUars), but operatmg expenses absorbed only some
Avhat more than half of this gam (570 mUlion doUars), 
as the operating ratio declined to the loAvest level since 
1916. Net raUway operating income, after the iacrease 
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of 155 million doUars m tax accruals, rose 317 mUlion to 
1 billion, the best figure since 1929. The raUroads' 
net income, aUowing for fixed charges and the receipt 
of other income, was about 500 mUlion dollars, approach
ing that of 1930. 

Late in tho year, Avago rates paid raUroad workers 
were advanced by an amount which has been estimated 
to approximate 332 million dollars annuaUy at the 
1941 employment levels To offset this and other 
anticipated cost increases, the raihoads petitioned the 
Interstate Commerce Commission to raise most pas
senger and freight rates an aA'-erage of 10 percent, or 
about 500 mUlion dollars on the basis of revenues 
received in 1941. 

Equipment Supply Increased. 

In order to cope wiih. heavier tiaffic demands, the 
raihoads have added to their supplies of freight cars 
dm-ing the past two years, as shown in table 19. Serv
iceable freight cars (raUroad-OAraied) avaUable last 
October 1, as reported by the Association of American 
Railroads, numbered 1,602,600, in comparison with 
1,510,600, 12 months previous, and 1,449,000 on 
October 1, 1939. By the first of the current year, 
the seiviccable supply approximated 1,631,800 Dur
ing 1941, tho railroads reported 80,500 freight cars put 
in service, about 15,000 more than in 1940 and the 

Table 19.—Equipment Expenditures and Freight Equip
ment , Class I Steam Railways (Excluding Switching and 
Terminal Companies), 1929-41 

Year 

1929 
1930 
1931 
1932 1933 
1934 
1935 
1938 
1937 
1938 
1939 
1940 
1941 

Equipment expen
ditures (millions 
ot dollars) 

Main
tenance 

1,202 9 
1,019 3 

817 0 
613 9 
598 7 
637 9 
681 9 
783 0 
826 7 
676 5 
765 9 
819 0 
992 5 

Ordered 
from 

manufac
turers 1 

397 1 
146 5 
28 9 
2 6 
5 9 

66 9 
35 7 

222 6 
173 3 
74 0 

188 8 
251 1 
423 9 

Freight equipment 

Steam 
locomo
tives in 
service 
Dee 31 

33,605 
32,900 
32,063 
31,197 
29,935 
28,520 
27,462 
26, 696 
26, 517 
25, 956 
25,058 
24, 466 

> 24, 230 

Cars in 
service 
Dec 31 

2,306,804 
2,305, 741 
2,229,845 
2,172, 414 
2,061, 331 
1,963, 672 
1,859,945 
1, 781, 217 
1, 766, 512 
1, 721,998 
1, 671,712 
1, 675,080 

' 1, 726,000 

New'cars 
installed 

84,894 
76,909 
12,662 
2,968 
1,879 

24,103 
8,903 

43,941 
75,058 
18,617 
24,528 
65,545 
80, 502 

1 Estimated by Railway Age 
' Estimated 
Sources Interstate Commerce Commmission, Association of American Railroads, 

and Railway Age 

laigest number installed on Class I lines in any year 
since 1929. Intensive efforts to repair and rehabUi-
tate unserviceable units, moreover, brought the "bad 
order" figure doAvn to 4 percent at the year end, prob
ably near the minimum except as additional "bad 
order" cars may be scrapped. 

Despite successful efforts to facihtate the handling 
of the mounting traffic load, the surplus of serviceable 
freight-cars not engaged at the time in carloading 

430997—42 6 

operations, declined to the unprecedented level of about 
41,000 during the carloading peak last September and 
October. Recognizmg the urgent need for more freight 
equipment, the raUroads placed orders totaling 74,900 
at the year end for now cars to be delivered, if possible 
before next October. 

A similar tight situation prevaUs m the case of 
motive power. Although 161 steam locomotives and 
472 of other types Avere put in service during 1941, 
the reserve supply stored in operating condition fell 
to low levels during peak traffic periods. In the 
closing months of the year, for example, it Avas 5 percent 
or less of serviceable units in the case of steam freight 
locomotives. At the end of December, the railroads 
had orders outstandiag for 546 additional, including 
258 steam locomotives. 

The problem of railroad eqmpment production this 
year wUl continue to be material shortages. However, 
priorities are being granted raUroad equipment shops 
assuring materials for the building of a total of 36,000 
new freight cars in the months, February through 
AprU, together Avith supplies needed in that period for 
locomotives ordered and under construction. 

Shipping 
The year 1941 was one of intense activity for Ameri

can shipping. The unprecedented need for raAv 
materials cieated as a result of record industrial output 
and the stockpiling progiam, required the employment 
in import trade of a much larger tonnage volume than 
had been used in recent years. At the same time, 
exports to the Biitish Empu-e and Egypt—^in some cases 
not matched by an equivalent import—also employed 
an extremely large tonnage. 

Much of the shipping to the United Kipgdom had to 
be handled by British and Allied bottoms, for until its 
revision in November, tho Neutrality Act barred 
American tonnage from combat zones. This trade, 
along Avith other war needs, made it necessary for British 
bottoms to continue to withdraAv from their normal 
berths in the Pacific, thus creating a further shift in 
the disposition of American shipping by increasing its 
load throughout that Avhole far-flung area 

Indeed, because of interrelationship of British 
and American shipping requirements, it is impossible 
to consider the problems of the one merchant fleet as 
being entirely seperate from those of the other Thus, 
the losses from enemy action suft'ered by English ship
ping in 1940 and 1941 Avcrc generally reflected iu the 
requirements made upon American tonnage. 

Within the year, tho above factors created a need for 
shipping that could not be completely and readily 
satisfied by American and foreign tiade Hence, after 
the first quarter Avith shipping facUities increasingly 
scarce. Government intervention Avas required to assure 
the most efficient and desirable use of the available 
tonnage. 



42 SURVEY OF CURRENT BUSINESS February 1942 

To this end. Congress passed the Ship Warrants Act 
in July. This provided that American or foieign ships 
which served approved trade routes, carried vital 
cargoes, and charged reasonable freight rates, would be 
issued warrants granting preference in loadmg, dis
charging, lightering or storuig of cargo, procurement 
of bunlcer oU and coal, towing, dry-docking and repairs. 
The Maritime Commission, in administermg this act, 
was thus able to give effect to shipping priorities as 
needed. 

Active Merchant Marine Little Changed in Size. 

The United States Merchant Marine avaUable to 
meet its share of the pressiag demands outluipd above 
totaled approximately 6,700,000 gross tons toward the 
end of 1941, about the equivalent size of that at the 
outset of war m 1939. This was the case despite a 
declme in the laid-up tonnage from 1,450,000 gross tons 
in September 1939 to 139,000 tons m September 1941; 
and the completion of construction of 1,068,000 gross 
tons durmg the same period. 

Table 20.—American Steam and Motor Merchant "Vessels of 
1,000 Gross Tons and Over, September 30, 1939 and 1941i 

Service 

Intercoastal _ 

Total 

Sept 30, 
1939 

Sept 30, 
1941 

Thousands of gross tons 

2 248 
3,402 
1,069 

8 
1,451 

8,177 

3,385 
3,038 

325 
33 

139 

0 920 

Percent 
change in 
tonnage 

+51 
—11 
-70 

H-368 
-90 

-16 

1 Eicluding LaKe and River tonnage 
Source U S Maritime Commission 

These latter changes, which ordinarUy would have 
expanded the active merchant fleet, were offset by 
tAvo developments. A very substantial number of 
ships Avere transferred to British and other foreign 
registeis United States ships desiring to operate ia 
belligerent areas, for example, often transferied to the 
registry of Panama. At the same time, the Ai-my and 
the Navy acquired a considerable number of merchant 
ships for their own use, particularly those buUt under 
government subsidy programs in recent years By 
September, a total of 1,250,000 tons had been shifted to 
the armed forces. 

Of course, the outbreak of war in December operated 
to reduce the size of the active merchant marine as 
the Army and NaÂ y took over additional tonnage. 

Shift in Trade Routes. 

A shift in the trade loutes upon Avhich the American 
Merchant Marine was employed first appeared in 1940. 
The trends then established were largely continued 
throughout the fu-st 3 quarters of 1941. But repeal of 
the arms embargo early in November and the outbreak 
of war in December undoubtedly brought some modi

fication, though data are not publicly avaUable to indi
cate the extent of the change. 

In general, tonnage employed in moving goods to 
and from Europe (including the British Isles) had 
declined very maikedly by the end of 1940. This 
trend was continued through the early part of 1941, 
though some ships eventually were made avaUable to 
the British by this country. On the other hand, the 
increase in tonnage employed to South America, 
Africa, and the Far East, was further extended through
out last year. In part, this latter movement was 

Figure 25.—^American-Owned (Government and Private) 
Steam and Motor Merchant Vessels of 1,000 Gross Tons 
and Over Engaged in or Assigned to Ocean Trade 
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around the world, foreign trading foreign (ships engaged in operations between 
foreign ports), speria! service (m custody of the U S Coast Guard), and Govern 
ment service (loaned to tho War nepnrtmcnt) 

Source U S Maritime Commission 

made possible through AvithdraAving ships from coast
wise and intercoastal routes and adding them to the 
foreign service. The foreign seivice tonnage was ex
panded 51 percent in the 2 years endmg September 30, 
1941, to a total of 3,385,000 gross tons. The heaviest 
declme appeared on intercoastal routes, the mUlion 
tons employed in September 1939 having been cut 
two-thirds by September 1941. Early m 1942, iater-
coastal trade was eliminated altogether. 

The addition of ncAvly constructed ships also ex
panded the tonnage in foreign service, though not a 
small part of the new merchant tonnage in 1941 went 
to the armed forces, and some Avont to Great Britain. 
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The vast shipping program undertaken in this countiy 
is set forth in more detaU in the section on industrial 
production. Suffice it to repeat here that the 1941 
output of approximately 750,000 gross tons, whUe 
almost double that in 1940, was little more than an 
eighth of what the President had requested for 1942. 
The program as it existed in the beginning of this year 
caUed for production at an annual rate of 10 mUlion 
gross tons by the final quarter. Output in the final 
quarter of 1941 Avas at an annual rate m excess of 1.1 
mUlion gross, tons, but this figuie is misleading as the 
production in new facUitics Avas so timed as to result in a 
very large increase at the first of 1942. 

Maximum Freight and Cargo Rates Established. 

Freight and charter rates had reacted strongly to the 
heavier shipping demand and iacreased costs during 
1940 and early in 1941. Howevei, passage of the Ship 
Warrants Act in inid-1941 provided the Maritime Com
mission with the means of setting maximum chaiges. 

This the Commission proceeded to do in the case of 
charter rates for both cargo vessels and tanlcers. The 
latest revision—effective as of January 20, 1942—^pro
vided for a material reduction Whereas the maximum 
time charter rates previously in effect were based on 
$4.50 per deadweight ton (Avith variations for different 
weights and speeds), the new scale is based on $3 25 per 
deadweight ton 

Moreover, in order that freight rates might conform 
approximately Avith time charter rates, aU ocean freight 
rates, save those recently approved by the Maritime 
Commission and those under the jurisdiction of the 
Interstate Commerce Commission, were ordered to be 
adjusted to the rate level existing as of September 1, 

1940. However, provision was made for the addition 
of surcharges, Avhere required, to cover increased op
erating expenses which could be shoAAOi to have occurred 
since that date. Some idea of a shift in freight rates 
may be obtained from the iUustrations presented in 
table 21. 

Motor and Air Transportation 
Operations of motortruck carriers reached record 

volumes in 1941 in response to huge transport demands 
generated by war expansion. Tonnage of revenue 
freight transported by class I intercity carriers during 
the first 6 months of the year exceeded that of the 
comparable 1940 period by 30 percent. The strong 
secular growth of the truckmg industry continued 
during this period of rapid giowth in general trafiic, 
the rise in truck tonnage compaimg with an increase 
of less than 20 percent in railroad carloadiags. The 
industry thus made a large contribution toward the 
over-all success of the Nation's transpoit system duruig 
the year. About equal gams were repoited for mter-
city and local carriers. Half-year operating revenues 
of intercity carriers were 30 percent higher than in 
1940, Avhile those of local carriers were up 27 percent. 

Class I motor carriers of passengers reported an 
mcrease of 30 peicent in revenues and of 33 percent 
ia the number of passengers carried for the first 10 
months of 1941 over the corresponding period of 1940 
Travel to and from Ai-my cantonments and the internal 
migration attending the establishment of new defense 
centers is clearly reflected in the statistics by regions 
Tbe southern region, for example, registered an iacrease 
of 37 percent in operating revenues for the first haK of 
1941 over 1940, compared with an increase of 22 percent 
for the Nation as a whole. Similarly, the southwest 

Table 21.—Ocean Freight Rates in United States Foreign Trade 

Export shipments 

Destination 

Buenos Aires (Argentina).. , 

Rio de Janeiro (Brazil) 
Valparaiso (Chile) 
Lisbon (Spam).. . . 
Cape Town (South Africa) 
Shanghai (China) . 

Origin 

Paciflc ports 

Atlantic ports 
. . . .do 
. . do 

Atlantic ports 

Import shipments 

Origin 

Santos (Brazil) 

Buenos Aires (Argentina) 
Porto de la Cruz (Venezuela) 
Singapore (Straits Settlements) 
Soerabaya (Netherlands East Indies) 
Calcutta (India) 

Hong Kong (China) 

—-

Destination 

Atlantic ports 
. . . . do 

do 
do 

. . .do 
do 

Commodity 

Canned goods 

Automobiles (boxed) 
Iron and steel (bars) 

Lumber and timber 
Tobacco 

Coffee 
Linseed 
Petroleum (crude) 
Tin 
Eubber 

Tung oil 

Basis 

/2,0001b 
t40cu ft 
/2,2401b 
\40cu tt 
2,240 1b 
1001b 
Thous ft 
2,0001b 

Bags (60 tilograms) 
Long tons 
Barrel — 
20 cwt 

fll2 lb 
140CU ft . 
/2 0001b 
\40cu ft 

Rates (dollars) 

August 
1939 

} 18 00 

} 9 00 
7 00 
.75 

12 00 

17 00 

1)0 

6 75 
.13 

26 00 
10 50 

} ' 7 77 

10 00 
13 00 

Decem
ber 1940 

20 00 

12 00 
11 20 
1 60 

40 00 
26 60 

75 
11 00 
* 43 

30 00 
16 00 
20 00 
14 00 
18 00 

Decem
ber 1941 

26 00 

12 00 
11 20 
1 50 

45 00 
f 1 20 00 
I ! 30 00 

/ » 90 
t M 10 

22 00 
i 43 

>45 00 
»19 00 

25 00 
20 00 

S22 00 

Percent 

Dec 1941 
over 

Aug 1939 

38 9 

33 3 
00 0 

100 0 
276 0 

1 52 9 

} 50 0 
282 6 
230 8 
80 0 
81 0 

100 0 
69 2 

i gates as of Mar 1,1941 
I Rates as of Apr 1,1941 
' Rates as of Feb 1 19« 

* August 1940,20 cents per barrel 
»Rates for previous months varied from 46 cents to 69 ctnts per barrel 
• Rates for September 1939 

file:///40cu
file:///40cu
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region scored the much larger than average gain of 34 
percent. 

Air transportation taxed the available resources of 
the industry to the full duriag the year. Express 
carried exceeded the 1940 total by ahnost 54 percent 
and reached a new record volume of 2 miUion pounds 
at the seasonal peak in September. More than 4 mUlion 
passengers were carried duiing the year as passenger-
mUes flown exceeded the 1940 total by ahnost 38 
percent. Even these gaias were less than those which 

Figure 26.—Passenger-Miles Flown and Express Calrried by 
Scheduled Airlines in the Continental United States 

MILLIONS OF POUNDS 
2 0 

MILLIONS OF MILES 
2 0 0 0 

0 0 0 

1930 '31 '32 

Source All data except December (included m the annual totals for 1941), U S 
Department of Commerce, Civil Aeronautics Administration, figures for December 
1941, estimated by the U. S. Department of Commerce, Bureau of Foreign and 
Domestic Commerce. 

would have been possible, hoAvever, had the airlines 
had sufiicient equipment. The war demands on air
craft production limited the abUity of private lines to 
obtain needed equipment very seriously. 

Communications 

A 1941 increase of nearly 2 million telephones ovei 
the number in use at the end of 1940 is indicated by 
reports fUed by large carriers Avith the Federal Com
munications Commission. This increase—the laigest 
ever recorded—brings the estimated number of tele
phones in service m the United States to well over 
21 mUlion. Operatmg revenues of 94 major carriers 
for the first 11 months of 1941 amounted to 1,305 
mUlion dollars, an increase of 10 percent over the 
comparable iperiod last year 

Widespiead improvement in general business con
ditions was fully reflected in operations of the tele
graph industry during the year From an approxi
mately break-even point in 1940, the industry moved to 
a substantial over-all profit for the first time suice 1936. 

Operating revenues of the three telegraph carriers 
reportmg to the Federal Communications Commission 
amounted to 123 mUlion dollars for the first 11 months 
of 1941 compared Avith 109 mUlion in the corresponding 
peiiod of 1940. Opeiating income was up more than 
55 percent and resulted in a net income total of 3.9 
million dollars for the 11-month period compared with 

a deficit of 59 thousand doUars in 1940. Duplication 
of services and excess facUities stUl prevaU in the indus
try with only one of the two major carriers showmg a 
profit for the year. Postal Telegraph contiaued at a 
deficit whUe net income for Western Union amounted to 
more than 6 mUlion doUars during the period. 

[Thousands of dollars] 

Year 

1939 
1940' - -
19411 

Operating 
revenues 

116,837 
109,396 
122,882 

Operating 
income 

5,857 
5,400 
8,436 

Net 
income 

'2,709 
'59 

3,856 

' Deficit 111 months total. 
Source Federal Communications Commission 

Employment and Working 
Conditions 

The problem of unemployment—perhaps the most 
serious facmg the economy for the last 11 years—Avas 
largely dissipated m 1941. Under the tremendous 
demand generated by the war program and the conse
quent rise in consumption, employment rose during the 
year by approximately 3 mUlions, causing unemploy
ment (as measured by the Work Projects Administra
tion) to be reduced to less than 4 mUlion. 

At the same time, the real income of the individual 
Avorker expanded despite higher living costs. Average 
hours worked per Aveek Avere higher, Avhile wage rates 
rose to an unusual degree. This latter development 
was accompanied by a marked increase in the number 
of industrial disputes. 

At the year end, it Avas clear that the task of putting 
the total labor force to Avork was to be superseded by 
the pioblem of finding sufficient labor for the work to be 
done. The arms program of 1942 and 1943, plus the 
expansion of the armed forces, is expected to tax the 
labor force to the utmost. MeanAvhile, an even more 
pressing problem is the traming of workers for the large 
variety of skUled jobs required by an armament economy. 
In this regard, the experience gamed in 1941 Avas ex
pected to be of material benefit. 

Large Increase in Manufacturing Employment. 

Altogether, total employment (excluding the aimed 
forces) rose to a level of 49.5 mUlions in December 1941. 
Wage and salary employment in civil nonagricultural 
establishments (see table 22) increased about 2 8 
mUlions, to a total of 34.8 mUlions ia December. The 
larger output of agricultural commodities ia 1941 was 
achieved A\athout appreciable increase in the number 
of farm Avorkers. 

Manufacturing establishments added the laigest 
niunber of workers during the year, such employment 
increasing about 1.6 millions. Dm'able goods industries 
accounted for 1 million additional Avage earners with 
particularly heavy gains reported in the Avar industries. 
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including machinery. However, the increase in em
ployment reported by other lines was also sizable, as is 
shoAvn in table 22. 

Virtually all of the rise m employment was realized 
during the first 9 months, the only notable increases m 
the final quarter occurring m trade Imes (chiefly a 
seasonal movement) and in the Federal civUian per
sonnel Indeed, when vieAved m the aggiegate, the 
movement of employment subsequent to September 
would appear to have been largely seasonal in character, 
except as construction decliaed less than expected on a 
seasonal basis. During the fourth quarter, durable goods 
manufacturing mdustries added only about 70,000 
Avage earners, whereas in the precedmg 3 quarters an 
additional 940,000 Avorkers had been placed on the 
pay roUs. 

Table 22.—Estimated Employees of Civil Nonagricultural 
Establishments 

[Thousands] 

Group 

Employees of civil nonagri
cultural establishments' 

Manufacturing 
Mining 
Contract construction 
Transportation and pub-

Trade.-
Finance, serv ice, and mis-

Federal, State, and local 

Number employed 

Dec 
1940 

32,018 
11,127 

855 
1,720 

3,039 
7,247 

4,099 

3,931 

Dec 
1941 

34,797 
12,703 

907 
1,820 

3,287 
7,503 

4,223 

4,354 

Change in number employed 
during period 

Deo 
1940 to 
Sept 
1941 

4-2,647 
4-1,648 

4-51 
4-216 

4-328 
-239 

4-226 

4-317 

Sept 
1941 to 

Dec 
1941 

4-232 
- 7 2 
4-1 

-116 

- 8 0 
4-495 

-102 

4-106 

Deo 
1940 to 

Dee 
1941 

4-2,779 
4-1,676 

4-62 
4-100 

4-248 
4-256 

4-124 

4-423 

1 Excluding persons employed on AV P A or N Y -4.. projects, and enrollees m 
C O G camps. 

Source IT S Department of Labor. 

This decline in the rate of increase in employment 
has been explained above as resulting from shoi tages in 
key raAV materials which made rapid expansion in out
put impossible to achieve. Nevertheless, widespread 
changes were occurring in the pattern of employment 
during this whole period. Production of finished 
armament and commodities necessary for the essential 
capital formation connected with the armament pro
gram continued to mcrease, AvhUe the output of a 
number of consumer dm able goods dechned markedly. 
These changes were, of course, reflected in the em
ployment statistics, though the declme in employment 
m most mstances was not m proportion to the reduction 
of output. For example, in the automobUe industry, 
despite a substantial i eduction in production employ
ment Avas maintained at a fau-ly high level by means 
of staggering work 

The extent to which employment continued to shift 
to war production is revealed in table 23. In the 
fourth quarter, a total of 5 3 million AVorkers (including 
those ia all stages of production) are estimated to have 

been workmg on war output; whereas, the third-
quarter average was placed at 3.8 millions. 

As compared with the fourth quarter of 1940, Avar 
employment a year later had mcreased more than 3 
times. Most of the advance was in manufacturing, 
Avhere m the final quaiter some 3.8 million laborers, 
or about lliree-tenths of total manufacturiag employ
ment, wore engaged on Avar work. The largest pro
portion of the total labor force in any one general 
category devoted to the Avar effort Avas in construc
tion. In the final months of the year 800 thousand 
out of a total of 1.9 millions of such Avorkers were 
employed on war projects. 

T a b l e 2 3 . — E s t i m a t e d E m p l o y m e n t i n W a r a n d Civi l ian 
P r o d u c t i o n 

[Quarterly averages, m millions] 

Group 

Employees of civil nonagricultural establish
ments 

AVar goods and services 2 
Manufacturings 
Construction 
Other 

Manufacturing 
Construction 
other 

1940 

Fourth 
quarter 

31 5 
1 6 
0 9 
0 4 
0 2 

30 0 
10 3 
1 3 

18 4 

1941 

Third 
quarter 

34 2 
3 8 
2 6 
0 7 
0 6 

30 4 
10 2 
1 2 

19 0 

Fourth 
quarter ' 

34 7 
5 3 
3 8 
0 S 
0 7 

29 4 
9 2 
1 1 

19 1 

I Preliminary 
' These estimates represent the employees m all branches of industry except agri

culture, and m government exclusive of the armed services, who contribute directly 
or indirectly to war output Besides employment in aircraft factories, shipyards and 
other war plants, in war construction, and in the creation of industrial facilities 
utilized m war production, the estimates cover the production of raw materials 
(except agricultural materials), semi finished goods, power and other supplies for war 
output, together with the transportation, storing and other servicing of war mateiials, 
eqmpment and facilities 

' Including employees m public shipyards, arsenals, and manufacturing depots. 
Source V S Department ot Labor 

Employment developments in the last quarter of 
1941 were indicative of the vast transformation of 
civUian AVorkers mto Avar Avoikers that wUl bo carried 
forward this year in pursuance of the War Program. 
The diversion of pioducts and services from civUian to 
mUitary uses, as one means of effectmg such transforma
tion, wUl greatly increase. Civilian plants arc to be 
converted, together Avith their Avorking forces, to war 
output A host of workers AVUI be employed in Avar plants 
now being rushed to completion, and others AviU be 
buUt. Still more workers wUl be needed to mciease 
second, third, and rotating (or relief) shifts, m order to 
accomplish uninteriupted operation of both ncAv and 
converted Avar plants. 

The Bureau of Labor Statistics has estimated that 
employment in the production of war goods and services 
AvUl need to approximate 15 mUlions by the fourth 
quarter of this year. Combined Avar and civilian pro
duction at that tune will require, it is indicated, an 
increase of about 1.9 mUlion workcis in manufacturing 
and mining over the December 1941 total of 13.9 
mUlions. Other increases aggiegating about 400,000 
wUl also be required in constiuction, transportation, 
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public utUities, the service mdustries, and in govern
ment personnel. These estimates allow for the civilian 
curtaUment necessary to divert materials and convert 
plants to war output. 

As a partial offset to the increased employment 
requirements reviewed above, a reduction of more than 

00,000 is beheved probable m trade employment 
A decline of 500,000 to 1 mUlion may also occur dm-mg 
the year in other employment (appioximating 14 7 
mUlions—not shown m tables 22 and 23) comprising 
farm workers and the nonagricultuial group that in
cludes proprietois and firm members, self-employed 
persons, casual Avorkers, and those in domestic service. 

Notwithstanding these ofl'sets, with the continued 
mcrease in the armed services, the combmed additional 
demands upon the Nation's labor force this year may 

Figure 27.—Estimated Nonagricultural and Agricultural Em
ployment and Unemployment 

MILLIONS OF PERSONS 
801 1 I 

TOTAL 
LABOR 
FORCE 

UNEMPLOYMENT I I 
AGRICULTURAL EMPLOYMENT 
NONAGRICULTURAL EMPLOYMENT 
(INCLUDES MILITARY ANO NAVAL F«WCES) | 

Sources Nonagricultural Employment, U. S Department of Labor, Agricultural 
Emplosmient, U S. Department of Agriculture, Unemployment, U S Depart
ment of Commerce The quarterly data for 1941 for Nonagricultural Employment 
have been adjusted for seasonal variations by the Board of Governors of the Federal 
Eeserve System and for Agricultural Employment and Unemployment by the 
U S Department of Commerce 

approach 3.5 mUlions. Looking forAvard to 1943, as 
employment in war production next year advances and 
the armed services presumably are expanded further, 
another substantial increase in requirements is antic
ipated. 

The Nation's reserves to meet these labor needs 
include, first, about 4 mUlion unemployed workers. 
The natural increase in the population of workiog age, 
moreover, AviU approxunate 1.1 mUlions annuaUy. 
Under normal conditions, about 500,000 of these would 
not enter the labor force or would retire from it, but 
this proportion may be reduced by the unusual labor 
requirements in prospect. In addition, considerable 
numbers of the nonworkers shown in table 24 probably 
can be induced to join the labor force. Labor reserves, 
it wiU be noted, consist very largely of Avomen. A 
higher proportion than at present of Avomen, draAvn 
both from the unemployed and from nonworker groups, 
evidently wUl need to be employed during the war 
period. 

Table 24.—Estimated Unemployed and Nonworkers, 
December 1941 

tin millions] 

Group 

Unemployed workers 

In school 

Other 

Total 

3 8 
46 9 
30 0 
9 0 
6 7 
1 2 

Male 

2 6 
S 3 

1 
4 6 
3 1 

6 

Female 

1 2 
37 6 
29 9 
4 5 
2 6 

s 

I Estimiated number of persons—exclusive of those in institutions—14 years of age 
and older in the continental United States who were not m the labor force or m the 
armed services The labor force comprises both employed and unemployed worters 
Source AVork Projects Administration 

Labor Training and Migration. 

In order to overcome possible labor shoi tages in 
this and the ensuing year, the Nation's labor leserves 
must be efllectively translated into qualified workers 
employed where they are needed most, and the task 
appears so tremendous as to represent virtual mobUiza-
tion of labor. To provide workers for war production 
wUl mean the placement of over 6 miUions during the 
coming year, and probably as many more in 1943. 
Vast numbers wUl require mtensive traming to fill war 
production jobs, even though war industries are granted 
priorities to obtain the necessary sldlls, as well as to 
shift onto civUian industries as much as possible of the 
burden of absorbing new and inexperienced workers. 

Nor does responsibUity for labor supply stop with 
the war industries, for the maintenance of reduced 
civUian output at the best levels permitted by avaUable 
plant capacities and material supplies wiU be as essential 
to the war effort. Labor training is indicated, therefore, 
on a scale far surpassiag the very creditable accompUsh-
ments of the past year, when several mUlion workers 
were enroUed in training programs, most of them within 
industry itself. The necessary mobUity of labor, besides 
extensive training, wUl also involve the movement of 
workers and famUy groups between localities in im-
precedented numb ers. 

Hours and Earnings 

The labor requirements of factory production in
creased about one-fifth over the past 12 months. 
Besides employing 15 percent more workers, these re
quirements v/ere also met by working longer hours. 
The average for aU factory wage earners iacreased 
about 5 percent (2 hours). Siace June, the average 
work week appears to have been stabUized around 41 
hours. Included within this average, however, over
time up to 50 hours has for many months been a fea
ture of such durable goods industries as iron and 
steel forgings, foundiy and machine-shop products, 
machine tools, engines and turbines, aircraft, and 
shipbuUding. Although longer work hours may fre
quently be necessary to carry out the War Program, 
extremes of overtime generaUy reflect the failure to 
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adapt production methods to the labor skiUs avaUable 
(though this is not always possible), inadequate plant, 
industry, or local trainiag programs, or reluctance to 
adopt multiple-shift operations—aU largely dependent 
during the past year upon individual management 
initiative. 

High operatmg rates, greatly improved busmess 
p;i-ofits, and the active demand for labor, coupled with 
the lismg cost of living, provided the basis for the large 
volume of mdustrial disputes duruig 1941. These 
wore concerned chiefly with wage advances. Recogni
tion and union security were also important issues 
though less so than in other recent years. Strikers' 
idle time more than tripled for the year as a whole, 
compared Avith 1940, but amounted m the aggregate 
to approximately one-third of 1 percent of the total 

Figure 28.—Wage-Rate Increases in Manufacturing In
dustries 

PERCENT RECEIVING INCREASES 
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NOTE—The height of each bar represents the percent of workers recening wage-
rate increases, as reported for the sample of manufacturiag employees in the monthly 
employment and pay roll survey of tho U S Bureau of Labor Statistics The 
width of each bar represents the average percentage increase m tho wace rates 
of those workers receiving advances. 

Source U S Department of l abor 

avaUable work time. Industrial stoppages declined 
sharply to low levels at the year end, however, as em
phasis was placed on the avoidance of strikes and plans 
were adopted for a War Labor Board to determine 
contested issues. 

Manufactm-ing pay rolls rose throughout the year, 
and by December were nearly two-fifths above the 
level of 12 months previous. The expansion in em
ployment and iacrease in the average hours worked 
per employee accounted for somewhat more than half 
of this rise. Several factors are important in explaining 
the greater iacrease in pay roUs than m man-hours. 
Over tAvo-thirds of the expansion in man-hours oc
curred in the durable goods industries, which normaUy 
p"ay above average wage rates. Overtime, also con
centrated in the durable goods industries, involved, 
of course, the payment of premiums over straight-time 
rates. Many workers, moreover, were upgraded to 
more difficult jobs, and to correspondingly higher com
pensation. 

Wage advances, the result of economic conditions 

broadly favorable to higher pay rates, also contributed 
importantly to the larger labor retm-ns. As indicated 
by figure 28, the increase m wage rates became general 
during the last 9 months of the year as about three-
fifths of the Avorkers engaged in manufactuiing re
ceived an average advance of 8 8 percent. In Decem
ber, raUroad labor Avas awarded an average pay increase 
(made retroactive m pait to Septembei) of 13.9 percent. 

Altogether, the average pay envelope in the manu
facturing iadustries Avas 20 percent larger compared 
Avith the previous December, but only half of this 
represented a gain in real income, because of the 10-
percent rise in the cost of living. 

International Trade and Finance 

As with othoi aspects of the Nation's economic life, 
the international tiade and financial position of the 
United States during 1941 was determined chiefly by 
the country's transition to a more complete Avar 
economy. 

(1) On the basis of statistics covering the first 11 
months, imports increased sharply m 1941, compared 
Avith the picceding year, while the rise in exports Avas 
of stUl greater magnitude, leaving an excess of expoits 
somewhat larger than in 1940. This excess was very 
different in significance from the familiar export surplus 
of pie-war years, however, and the ability of foreign 
countries to pay for the excess became a question of 
diminishing impoitance after the lend-lease arrange-
'ment was established 

(2) The infloAv of capital from abroad into the United 
States, which had proceeded Avith only slight inter
ruption since 1934, gave Avay to a capital outfloAV in 
1941. The net movement was smaU compared Avith 
the massive capital tiansfers of other recent years, 
but by the end of 1941 the special type of "capital 
export" represented by lend-lease assistance to other 
countries had begun to assume substantial proportions. 

(3) Impoits of gold, which had been carried to ever 
higher records by the UOAV of capital to this country, 
declined mateiially m 1941. 

(4) Government control of foreign trade and other 
transactions, initiated in 1940, was greatly intensified 
in 1941, as old mcasui-es were strengthened and new 
measures were adopted. By the time of the Japanese 
attack on Pearl Harbor on December 7, the machinery 
of economic warfare and control left Uttle to be added 

Merchandise Trade 

Continued Expansion in Foreign Trade. 

United States foreign trade, dominated by Avar 
conditions, showed a further substantial increase in 
1941 following that which had already occured in 1940. 
Trade statistics for the last month of 1941 had not yet 
been released at the time of this Avriting, but it is 
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unlUvcly that they Avould materially alter the general 
picture piovided by the figures for the first 11 months, 
during which exports totaled $4,492,000,000 and im
ports $3,002,000,000. Exports increased by $789,000,-
000 and $1,683,000,000 compared Avith the coirespond-
ingpeiiodsin 1940 and 1939, respectively, whUe imports 
rose by $630,000,000 and $931,000,000 on the same 
basis of comparison 

The upward movement in exports became particu
larly marked in the latter part of 1941, the monthly 
average risiag from $348,000,000 ia the first half of the 
year to more than $400,000,000 in the July-November 
period. During the first 6 months the rise in imports— 
Avhicli hitherto had reacted relatively sloAvly to the 
Avar—tended to keep pace with or even exceed the 
mcrease m exports The rapid acceleration in outAvard 
shipments durmg the latter part of the year, however, 
carried the export surplus for the fuU 11 months to 
$1,490,000,000, compared Avith $1,331,000,000 and 
$738,000,000 for the coiresponding periods of 1940 and 
1939, respectively. 

Table 25.—Exports of United States Merchandise-
Related and Other Commodities 

[Value in millions of dollars] 

-War-

Period 

Year.) 
1938 

Value 

1939 
Value 

1940 
Value 

January-September 
1939 

Value 

1940 

1941 
Value 
IPcrcent 

Principal 
war re
lated 

products' 

584 6 
17 9 

724 2 
23 2 

1,501 5 
38 2 

440 8 
20 4 

1,099 2 
37 1 

1,332 7 
411 

other non-
agricul

tural com
modities 

1,681 1 
55 0 

1, 744 1 
55 8 

1,916 1 
48 7 

1,297 5 
60 2 

1,431 9 
48 3 

1,532 S 
47 3 

Food
stuffs, 
agricul

tural 

416 5 
13 6 

296 0 
9 5 

220 9 
6 6 

216 6 
10 0 

178 1 
6 0 

251 7 
7 8 

Other 
agricul

tural 
commod

ities 

411 0 
13 4 

359 1 
11 5 

295 7 
7.5 

201 4 
9 3 

252 4 
8 5 

120 8 
3 7 

Total ex
ports of 
United 
States 

merchan
dise 

3,057 2 
100 0 

3,123 3 
100 0 

3,934 2 
100 0 

2,156 2 
100 0 

2,961 6 
100 0 

3,236 8 
100 0 

1 Includes heavy iron and steel, nonferrous metals, metalworking machinery, air
craft and parts, tanks, firearms and ammunition, and chemicals (coal tar, medicinal, 
industrial and ciplosives) 

Source. U. S Department of Commerce 

In vicAV of the rise in world prices, the increase in the 
physical volume of trade in 1941 was less than that in 
dollar values, but comparisons on a quantity basis are 
rendered difiicult by the changmg composition of 
exports and imports. Strategic materials made up a 
larger share of imports in 1941, AvhUe mihtary supplies 
and other Avar-related items assumed increased impor
tance among exports. There Avas also a rise in the ex
port of agricultural foodstufls, particularly in concen
trated forms possessing high nutritional value and 
requiriog less shipping space than other forms. These 
trends are shoAvn by tables 25 and 26 Avhich, as far as 
1941 is concerned, cover only the fii-st 9 months of the 
year. (AU of the foUowing trade analysis for 1941 is 

also necessarUy based on 9 months' figuies, inasmuch as 
later data by countries and by commodities have not 
been released.) 

Eeflectmg the spread of the war and the development 
of United States foreign poUcy, the geographic distribu
tion of foreign trade in 1941 was characterized, on the 
one hand, by an intensification of exchanges Avith 
friendly and Allied nations and, on the other hand, by 
a further ieduction and, ultimately, cessation in deal
ings Avith the Axis powers and areas under their 
dommation. 

Exports to continental Europe amounted to only 
$117,500,000 during the first 9 months of 1941 agamst 
$580,500,000 for the same period of 1940, Avhile imports 
from that area similarly decliaed from $193,700,000 to 
$105,700,000. Most of the decrease in trade Avith this 
area, hoAvever, had already occurred in the second half 
of 1940 after the German victories in Western Europe. 
In this regard the restrictive effects of the British 
blockade were subsequently reinforced by the develop
ment of United States export control, Avhich had as one 
of its pimcipal objectives the prevention of shipments 
of essential materials to Axis countries, and by the 
freezmg of foreign-OAvned doUar assets, a policy first 
apphed to the occupied countries as they fell victim to 
AXIS aggiession but extended on June 14, 1941, to 
Germany and Italy themselves as AveU as to aU the rest 
of continental Europe. 

Trade vtdth Japan had also begun to decline m the 
closing months of 1940, presumably reflecting the 
iafluence of American export control measures. This 
decline was sharply accelerated in 1941 and on July 26, 
following Japanese occupation of French Indo-China, 
trade Avas brought to a complete standstUl by the 
Executive Order freezing Japan's doUar assets. On a 
9-month basis, therefore, exports to Japan were valued 
at only $58,000,000 and imports from Japan at $75,800,-
000, compared with $165,200,000 and $104,300,000, 
respectively, in 1940. 

Rise in Shipments to British Countries. 

By contrast, trade with vu-tuaUy aU major aieas and 
countries other than contiaental Em-ope and Japan 
registered substantial mcreases in 1941. The most 
notable rise Avas hi exports to the British Empire and 
Egypt Avhich, for the first 9 months of the yeais in 
question, had already increased from $919,500,000 in 
1939 to $1,486,900,000 m 1940 and rose further to 
$2,227,600,000 m 1941. For the same 9-month 
periods, exports to the United Kingdom alone grew 
from $370,500,000 m 1939 to $698,200,000 m 1940 and 
to $1,024,200,000 in 1941. SunUarly, exports to 
Canada rose from $335,300,000 ia 1939 to $511,000,000 
m 1940 and to $675,300,000 in 1941. 

The larger shipments of military equipment and 
related supplies reflected in these increases also carried 
exports to Egypt from $14,700,000 ia the fu-st three 
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quarters of 1940 to $122,400,000 ia the coriesponding 
period of 1941, whUe shipments to South Africa lose 
from $70,300,000 to $124,600,000. Exports to Oceania, 
principally AustraUa and New Zealand, expanded only 
moderately from $71,700,000 m 1940 to $77,300,000 in 
1941, on a 9-month basis ia each case, but shipments to 
British areas in southern and southeastern Asia— 
iacluding British India, Ceylon, Burma, Hong Kong, 

Figure 29.—Value of Exports of United States Merchandise 
by Selected Commodity Groups 
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Source U S Department of Commerce 

and British Malaya—grcAv from $79,500,000 to $142,-
300,000. With respect to other countries in this area, 
exports to the Netherlands Indies and the Philippine 
Islands also increased substantially, but those to 
Thailand and French Indochina declined, paiticularly 
after the latter Avas occupied by the Japanese in July. 

The iacrease m exports to the British Empire re
flected chiefly deliveries on orders placed by the 
British out of their own dollar resources, derived largely 
from the sale of gold and investments ia this country. 
The depletion of these resources, hoAvevei, led to 
passage of the Lend-Loasc Act on March U, 1941, 

(3')')')7—12 7 

undei Avhich there has been effected a gioAving volume 
of ex-ports procured and paid for by the United States 
Government Lend-lease shipments through Novem
ber 1941 totaled $595,000,000, of which the major 
portion was sent to the Biitish Empire and Egypt, 
although shipments were also made to the other major 
fighting fronts or thi-eatened areas WhUe lend-
lease shipments were smaU by compaiison Avith total 
expoits to these areas and Avith lend-lease appropiiations 
amountmg to $12,985,000,000,^ they have shoAvn a 
marked growth from month to month and, as dehveiies 
on old British orders are consummated and the neces
sary gap between appropriation and finished product 
under the lend-lease program is bridged, they may wcU 
be expected to constitute the major portion of tho 
export trade m the near future. 

Table 26.—Imports for Consumption, by Economic Classes 

[Value in millions of dollars] 

Period 

Year 
193? 

Value -
Percent 

1939 
Value 

1940 
Value 
Percent 

January-September 
1939 

Percent 
1940 

Value 
Percent 

1941 
Value 
Percent-- - - --

Prmcipal 
strategic 

mate
rials • 

i'ti 3 
20 2 

565 9 
24 9 

889 9 
35 0 

314 5 
19 4 

639 9 
28 8 

884 9 
38 2 

Other crude 
materials 
and scmi-
manulac-

turos 

567 9 
29 1 

605 7 
29 2 

679 5 
26 7 

534 8 
33 0 

594 2 
31 7 

027 4 
27 1 

Pood-
stulTs 

570 7 
29 3 

004 2 
20 6 

562 6 
22 1 

446 4 
27 5 

428 4 
22 9 

502 5 
21 7 

I imshed 
manufac

tures 

417 0 
21 4 

440 3 
19 J 

408 7 
16 1 

320 0 
20 1 

309 7 
16 5 

101 0 
13 0 

Toti l im
ports 

lor con
sumption 

1,949 0 
100 0 

2,276 1 
100 0 

2,540 7 
100 0 

1,621 7 
100 0 

1, S72 2 
100 0 

3,31') 8 
100 0 

1 Crude rubber, raw silk, nonferrous metals, including ores used in tlio mannfai.(urc 
(if iron and steel, unmanufactured wool, and hides and skins 

Source U S Department of Commerce 

Increase in Exports to Latin America Limited by Shortages. 

While the value of exports to Latin America has 
grown substantiaUy since the outbreak of Avar—rising, 
on a 9-month basis, from $422,500,000 m 1939 to 
$579,600,000 m 1940, and $661,500,000 in 1941—part 
of the increase, particularly m recent months, has 
refiected a rise in price rather than in quantity. More
over, the increase has served to replace only a part of 
the large volume of industrial and consumer goods 
previously furnished to Latin American countries by 
Europe. The virtually complete elimination of the 
latter as a source of supply—except for a reduced 
volume of shipments from the United Kingdom—Avould 
have resulted in a far greater increase m United States 
exports to its southern neighbors if this country's Avar 
production program had not levied such onoimous 
demands on its plant capacity and material resources. 

' Including tho milial lond-leise appropriation of ^7,000,000,000 on March 27, 1011, 
and the second lend lease appropriation of ?5,985,000,000 on October 23, 1941 In 
addition, other appropriation mensurcs passed during 19J1 included funds lotaling 
some $4,100,000,000 which might be used for lend Icnsc purposes 
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The constantly expanding scope of this program, 
hoAvover, has required an increasingly strict export 
control, the efl'ccts of which have necessaiUy been felt 
most keenly by those countries whose defense needs 
have appeared less immediate An original list of 
commodities subject to export licensmg requirements 
became effective July 5, 1940, and was steadily ex
panded thereafter. Following the Japanese attack on 
the United States in December 1941, the control Avas 
made applicable to the entire export trade. The re
strictive effects of export control have been intensified, 
moreover, by the priorities granted defense production 
m the use of essential materials 

The threatened dislocation to the economic hfe of the 
other American republics resulting from the cutting off 
of European supplies has been of great concern to the 
United States, and special efforts have been made to 
meet then most essential needs. As the demands on 
our productive capacity multiplied, it became neces
sary to imdertake broad sm veys of total requirements— 
both domestic and foreign, mUitary and civUian—of 
each commodity in short supply and to determine on 
this basis the amounts that could be aUocated to meet 
the requirements of other countries." 

Trade with Latin America has also been strongly 
affected by the freezmg of European assets, although 
m this case the effects relate not so much to the total 
volume of trade as to the conditions under which it is 
conducted. The freezmg orders apply in principle to 
German, Italian, and other European nationals every-
Avhere, iacluding those in Latin America where they 
have long taken a leading part in commerce and in
dustry. To combat the pro-Axis activities engaged in 
by many of these parties, the Government announced 
on July 17, 1941, a "Pioclaimed List of Certain Blocked 
Nationals," consisting of some 1,800 firms or persons 
agamst Avhom the control measures were to be fully 
enforced At the same time, in order that legitimate 
commerce might not suffer, the Treasury issued a gen
eial license authorizing payments for ordinary trade 
transactions Avitli nationals of blocked countries whose 
names weie not on the list 

A number of supplements to the original Proclaimed 
List have since been issued which, while making some 
deletions, biought tho total at the end of the year to 
approximately 3,961 names Included in the total are 
some 720 Japanese firms and individuals, added after 
the Japanese attack on the United States Prior to 
that time Japanese m Latin America had benefited by 
the general license mentioned above, despite the exten
sion of the freezing orders to Japan on July 26. 

« The first allocation to the other American icpublics under this system was made 
on December 2, 1941, when it was announced that 218,600 metric tons of tin plate 
would be supplied to those countries during the 12 months starting December 10 
On January 15, 1942, announcement was made ot allocations of 26 additional com 
modities to be supplied to tho other American republics durmg the flrst quarter 
of the current year 

Heavier Imports of Strategic Materials. 

The increased industrial activity in the United States 
in combmation Avith a program of stockpiling strategic 
materials, produced a marked expansion in imports 
during 1941. In general, those countries receivmg a 
larger volume of shipments from the United States 
mcreased the amount of goods they sent here. The 
chief exception to this rule was the United Kingdom, 
from which unports declmed from $121,000,000 in the 
fijst three quarters of 1940 to $101,200,000 in the same 
period of 1941. The latter total, however, Avas con
siderably higher than the corresponding figure for 1938 
and only shghtly less than that for 1939. 

Figure 30.—Value of Imports In to the United States for Con
sumption, by Economic Classes and Continents 
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The most significant import advance durmg 1941 
occurred in trade Avith raAV-material produciag countries. 
For the first 9 months of each year, imports from 
Latia America rose from $489,500,000 ia 1940 to 
$767,800,000 in 1941, the balance of trade Avith that 
area thereby shifting to an excess of imports. The 
imports from southern and southeastern Asia m the 
first 9 months of 1941 Avere valued at $640,000,000 
compared Avith $501,100,000 in the same period of 1940, 
and were moie than double the coirespondmg figuies 
for 1938 and 1939. This trade, consisting largely of 
rubber, tin, burlap, jute, and hemp, was seriously 
threatened by the spread of Japanese aggression m the 
South Pacific during the last few weeks of 1941. 
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Notable increases were also recorded m imports 
from Canada, Avhich, on a 9-month basis, rose from 
$301,000,000 m 1940 to $391,300,000 m 1941. Simi
larly, imports from Oceania, prmcipaUy from Australia, 
grew from $22,100,000 to $119,700,000 with wool 
accounting for most of the increase. 

As m the case of exports, the Government has found 
it necessary to exercise an mcreasmg degree of mfluence 
and control over the import trade as the war has pro
gressed. The first step taken was the stockpUe pro
gram, designed to increase unports and accumulate 
reserves of strategic and critical materials for which the 
United States is laigely or wholly dependent on foreign 
sources of supply. 

A very small begmnmg in buUdmg up stocks of es
sential materials had already been made under the 
Strategic Materials Act of June 1939, but it was not 
untU a year later, following the coUapse of France, 
that legislation Avas adop t̂ed authorizmg the Eecon-
struction Finance Corporation to embark on a large-
scale piogiam. Tlirough Septembei 13, 1941, the 
E . F. C , acting through three subsidiaiies established 
for the purpose, had entered into commitments totaling 
more than $1,150,000,000 for foreign materials, includ
ing rubber, tin, aluminum, copper, tungsten, manganese 
ore, lead, chrome, antimony, zinc, cork, nitrate of soda, 
jute, Avool, silk, and various other commodities. WhUe 
actual deliveries of the various items were considerably 
less than the total amounts contracted for, receipts 
under the E. F. C piogram, together with those by 
other Government agencies, have accounted for much 
of the rise in total imports. VirtuaUy the entiie import 
trade in strategic and ciitical commodities, moreover, 
now falls under Government control, either indirectly 
through contracts covering the principal sources of 
supply and priorities regulations in the use of the ma

teiials, or directly through orders lestricting impoits of 
specified items to Government agencies or firms actmg 
on their orders. Eubber was the first commodity sub
jected to such direct control, effective June 23, 1941 
Tin, sUk, and hemp were simUarly aft'ected shortly 
thereafter, and on December 28 an additional list of 
13 strategic materials was announced. 

The task of movmg the gieatly incieased volume of 
raw material imports has also made it necessaiy for 
the Government to assume control ovei ocean shippmg 
m order to give preference to the most vital caigoes. 
WhUe informal airangements had already been in efl'ect 
for some tune previously, the Ship Wan ants Act of 
July 14, 1941, gave the Maritime Commission authoiity 
to establish a formal contiol, implemented by the power 
to give precedence in the use of harbor facUities and 
other services to vessels and ship operators cooperating 
with the defense program in carrying the most urgently 
needed cargoes This control may also be e-xeicised 
Â ath respect to export as Avell as impoit movements 

Gold and Capital Movements 

For a numbei of ycais gold and capital movements 
have been increasingly determined by the existence or 
imminence of war and increasmgly subject to the neces
sities of Avar finance. The dominance of these forces 
became stronger than over in 1941, but the cumulative 
effects of Avar developments produced major changes 
in the trends Avhich had hitherto prevailed. Most 
notable among these changes Avere the almost complete 
end to the tiansfer and sale of foioign gold lescrves to 
the United States and the beginning of a substantial 
outflow of Ameiican capital abroad, thus levcrsing tho 
heavy movement of previous ycais toward this countiy 

Gold imports prior to the outbreak of the Avar m 

Table 27.—Exports (Including Reexports) and General Imports, Showing Share of British Empire, Latin America, 
Continental Europe, and Other Areas 

[Value m millions of dollars] 

Year 
1938--

1940.. 
Jan -Sept 

1939-
1940-
1941 

Year 
1938 -
1939. . 

, 1940—. 
Jan -Sept 

1939— 
1940— 
1941- — 

Period 

EXrOETS, INCLUDING REEXPORTS 

- - - - - - - -
,- -- - -- -

.- - - -
- - - — --- -- -

GENBRAT IMPORTS 

_ -- --
- - - - --

-- - - -- — 
-- - -

- - - - --

British Empire and 
Egypt 

Value 

1,300 4 
1, 293 2 
2,113 5 

919 5 
1, 486 9 
2, 227 6 

641 8 
836 3 

1,137 7 

576 0 

Percent of 
total 

42 2 
40 7 
52 6 

42 1 
49 1 
67 1 

32 7 
30 1 
43 3 

35 S 
830 2 42 8 

1,090 9 45 1 

Latin America i 

Value 

564 1 
633 2 
776 8 

422 5 
579 8 
661 S 

485 3 
148 6 
651 4 

389 5 
489 5 
767 8 

Percent of 
total 

18 2 
19 9 
19 3 

19 3 
19 1 
19 9 

24 8 
23 7 
24 8 

24 0 
25 2 
31 8 

Continental Europe 2 

Value 

776 3 
772 7 
623 6 

515 7 
580 5 
117 5 

446 0 
463 5 
227 4 

337 3 
193 7 
105 7 

Percent of 
total 

25 1 
24 3 
15 5 

23 6 
19 2 
3 5 

22 8 
20 0 
8 7 

20 8 
10 0 
4 4 

Other aitas 

A'alue 

447 6 
478 0 
607 2 

327 0 
380 4 
311 0 

387 3 
469 7 
008 9 

317 7 
428 5 
452 8 

Percent of 
total 

14 5 
15 0 
12 l> 

15 0 
12 6 
9 4 

19 8 
20 3 
23 2 

19 0 
22 1 
18 7 

Total value 

3,094 4 
3 177 2 
4,021 1 

2,184 7 
3 027 4 
3,317 0 

1, 960 4 
2 318 1 
2, 025 4 

1, 020 5 
1,941 S 
2, 417 3 

' Including the American Eepuhlics, the Canal Zone, and the European colonies in the Latin Amcrican'area 
-., ' Including U. S S B m Asia, but excluding Turkey m Europe, Gibraltar, United Kingdom, Ireland, Iceland, Azores and Madeira Islands, and Malta, Gozo, and Cjprus 
islands 1 

Source U s Department of Commerce 
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Euiope in September 1939 Avere utUized m part to 
offset the excess of merchandise exports from the United 
States but served in far greater measure as a medium 
for the ti ansfer of capital, chiefly private funds, to this 
country.^ The movement became particularly heavy 
after the Czechoslovak ciisis in 1938. Durmg the 
ensuing 13 months up to the begmning of the Avar, net 
gold imports mto the United States amounted to more 
than $4,200,000,000, whUe the net mflow of capital as 
reported by banlis and security dealers to the Treasury 
Department totaled more than $1,800,000,000 

After the conflict in Euiope started, the floAv of gold 
to the United States continued m even heavier volume, 
net imports aggregatmg $5,759,000,000 during the 16 
months up to the end of 1940. This tremendcus move
ment Avas largely occasioned by heavy transfers of 
government and cential bank assets to the United 
States—^mainly for purposes of Avar financing m the 
case of the United Kingdom and France, and for safe-
keepmg m the case of other European countries. Par
ticularly m the early months of the wai, however, a 
substantial portion—possibly the major pait—of the 
gold floAV represented the contmued flight of piivate 
capital. The net capital mflow during the first 16 
months of the war, including both official and private 
funds, amounted to about $800,000,000, according to 
the above-mentioned reports to the Treasury. In 
addition, capital assistance and advance payments on 
Avar orders by the United Kingdom to American firms— 
AA-hich may be regarded as a special type of capital 
transaction—were outstanding m the amount of 
$720,000,000 at the end of 1940 » 

As the Avar progressed, hoAvever, the conditions under 
which gold and capital had been transferred in such vast 
amounts underwent fundamental changes. Net gold 
imports into this country m 1941 feU to $982,000,000, 
droppmg beloAv the level of current Avorld production for 
the first time smce 1934, Avhile the uiflow of capital which 
had been so largely responsible for the gold shipments 
gave way to a substantial outward movement. 

The reversal in the capital movement in 1941 is partly 
indicated by the Treasury figures for the period Janu
ary 1 to October 1, which mdicate a net outfloAv of 
$217,300,000. The size of the movement is not fully 
measured by these banlung and security tiansactions 
data, hoAvever, smce they do not reflect the large volume 
of financial assistance extended by the United States 
Government to foreign countries during the year. On 
the other hand, part of the outfloAv shown by the bank-

' A large part of the gold mflo« in recent years, however, has gone mto—or been 
oflsot by—earmarked gold held m this country tor foreign account The amount of 
gold under earmark on various selected dates was as follows December 31, 1934, 
$9,017,000, July 31, 1938, $406,608,000, August 31, 1939, $1,135,418,000, December 31, 
1939, $1,163,004,000, December 31, 1040, $1,807,673,000, December 31, 1941, $2,215, 
351,000 

' These figures arc believed to have been greatly exceeded, how ever, by unreported 
capital transfers of which there is no direct statistical measure See discussion on 
pp 46 and 48 of tho Balance of International Payments of tho United States m 1940, 
U S Department of Commerce, 1941 

ing data is more apparent than leal, inasmuch as during 
this period several foreign countries converted part of 
then- dollar balances into gold earmarked for their 
account m the United States.* 

The spread of Gorman conquest over the greater part 
of Western Europe m 1940 cut off some of the major 
sources from which gold and capital movements to the 
United States had hitherto originated. The opportunity 
and incentive for such transfers Avere further reduced by 
the action of the United States Government in blockmg 
the dollar assets of the occupied countries and, 
ultimately, of aU the rest of Continental Europe. As 
a resiUt of these developments, gold and capital move
ments on Contmental European account have been 
relatively small since the middle of 1940. During 1941, 
from January 1 to October 1, the recorded data show a 
net capital outflow of $85,600,000, resultmg mainly 
from a decline in SAVISS balances, whUe gold imports from 
Contiaental Europe (excluding Eussia) dropped to 
negligible proportions 

D r a i n o n B r i t i s h Gold a n d Dol la r Resou rce s . 

The United Kmgdom's gold stocks—another major 
source of earlier gold shipments to the United States— 
had already been heavUy reduced by the flight of capital 
before the outbreak of the war and thereafter were 
further draAvn upon to cover war orders ia this country 
and other dollar requirements. By the end of 1940 
British gold reserves stood at only $292,000,000 against 
$2,038,000,000 16 months earUer. These reserves were 
fm-thei reduced to $151,000,000 by September 1, 1941. 
The main source of gold shipments to the United States 
during the year, however, was neAV gold production in 
the Biitish Empire, although lesser amounts also came 
from Latin America and Eussia. 

In addition to the virtually complete liquidation of 
its gold reserves, the United Kingdom has also drawn 
heavily upon its investments in the United States for 
purposes of Avar financmg During 1940 this with-
draAval Avas offset by the heavy capital inflow from 
other countries as well as by the temporary accumu
lation of British assets in the form of advance payments 
to American manufacturers on war orders, as referred 
to above. During 1941, however, the declme in the 
outstanding amoimt of such advance payments, as de
liveries on orders were consummated, together Avith the 
continued liquidation of British investments, added to 
the outfloAV of capital on other accounts. 

The volume of British-owned dollar securities dis
posed of in this market in 1941 is partly indicated by 
the secmity transactions data reported to the Treasury, 
Avhich show net sales of $222,000,000 for the account 
of the United Kmgdom during the first 9 months of 
the year. According to the same source, the volume 

• Such earmarking operations in conjunction with tho reduced rate of gold imports 
and other factors actually produced a slight decline in the monetary gold stock of the 
United states in tho last 2 months of the year for the flrst time since January 1938 
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of net sales of such securities duriag the first 16 months 
of the war up to the end of 1940 had amounted to 
$276,000,000." 

WhUe gold reserves and security holdiags were the 
first to be mobUized for meetmg its dollar exchange re
quirements, the United Eangdom has also found it 
necessary to lealize on its direct investments in the 
United States. Early in 1941 the American subsidiary 
of a large British company was soM outright to the 
public m this country, yielding a net return of some 
$54,000,000. Later a new procedure was adopted under 

Figure 31.—Foreign Purchases and Sales, and Net Purchases 
or Sales of United States Domestic Securities 
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Source U S Treasury Department 

which British mvcstments, instead of being sold, Avere 
pledged as security for loans from the E. F. C. This 
method Avas employed on a large scale in July, when 
the E. F. C. announced a loan of $425,000,000 backed 
by a large volume of British-OAvned dollar securities 
and direct investments. 

In the meantime, the depletion of tho Umted Kmg
dom's doUar avaUabUities, Avhich threatened a drastic 
curtaUment m the British Avar potential, led to the 
adoption of a more direct and extensive form of assist
ance by the United States Government—the lend-lease 
arrangement. The amount of such aid furnished to 
foreign countries betAveen passage of the Act on March 
11, 1941, and the end of November is valued at approxi-

" For a more detailed discussion of tho mobiliiation ot British dollar assets see pp 
60-71 of the Balance of International Payments ot the United States in 1940, U. S 
Department ot Commerce, 1941, and the article on "Gold and Dollar Resources of 
the United Kmgdom" in the Federal Beserve Bulletin for December 1941. 

mately $1,200,000,000. This total includes not only 
actual exports, as previously discussed, and ship repairs 
and other services rendered, but also construction of 
plant facUities m the United States and goods in process 
of manufacture or awaiting shipment. In general, 
nevertheless, lend-lease aid may be regarded as a par
ticular type of "capital outflow" additional to the re
duction in British assets and other capital transfers. 
The special character of such "transactions" is em
phasized, however, by the provisions of the Lend-Lease 
Act, which states that "the terms and conditions upon 
which any such foreign government receives any aid 
authorized * * * shaU be those Avhich the Presi
dent deems satisfactory, and the benefit to the United 
States may be payment or repayment in kmd or prop
erty, or any other direct or indirect benefit which the 
President deems satisfactory." 

Economic and Financial Aid to Other Countries. 

WhUe the British were the prmcipal beneficiaries of 
lend-lease aid m 1941, lend-lease equipment and ser
vices have also been supplied to various other countries 
In all, some 32 countries outside the British Empire 
have been declared eligible for lend-lease assistance, 
although some of them had not actuaUy begun to 
receive such aid by the end of the year 

China was among the fiist countries declared eligible 
for lend-lease aid, and has already received a substantial 
volume of material and technical assistance, includmg 
the improvement of tiansport facUities over the Burma 
Eoad. In addition, the United States StabUization 
Fund announced on ApiU 25, 1941, a $50,000,000 credit 
to be used, along AAdth certam British and Chinese 
resources, in supporting the yuan. China also con
tinued to benefit m 1941 from ciedits totaling $95,000,-
000 opened by the Export-Import Bank in the previous 
year. 

The so-caUed Hyde Park agreement of AprU 20, 
1941, betAveen the United States and Canada, Avhich 
laid doAvn a program for mobilizing the resources and 
cooidinating the production progiams of the tAvo 
countries, provided among othei things that Canada's 
purchases in the United States of mateiials and goods 
to be used ia equipment Avhich Canada is producing 
for the United Kingdom Avould be supplied imder 
lend-lease. As one development of this piogram, the 
Metals Eeserve Company, one of the E. F. C. sub
sidiaries, under the stockpUe piogiam, announced on 
July 2, 1941, an agreement to adA'-ance $50,000,000 for 
poAver and plant expansion ia Canada in connection Avith 
the purchase of 340,000 tons of alumiaum. 

A lend-lease agreement Avith Eussia proAading for 
$1,000,000,000 of aid by June 1942 Avas announced on 
November 6, and deliveries were started shortly there
after. Prior to this agreement the Defense Supplies 
Corporation, another E. F. C. subsidiary, had con
tracted with Amtoig Tiadiag Corporation for the 
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purchase of $100,000,000 of materials from Eussia and 
had agieed to pay half of this amount in advance to 
provide the Soviet Government Avith funds for the 
purchase of war supplies in the United States. The 
United States Treasui-y had also made two advances 
of $10,000,000 and $30,000,000, respectively, agamst 
gold to be delivered by Eussia to the United States." 

Lend-lease aid to the Netherlands, includmg the 
Netherlands Indies, has not entaUed any financial aid 
or "capital outfloAv" from the United States. Under 
an agreement made early in August, the Netherlands 
Government has undertaken to make advance pay
ment on the so-caUed "cash reimbursement" basis for 
all lend-lease articles The Netherlands foreign ex
change position had been weU mamtamed by the heavy 
volume of United States imports from the Netherlands 
Indies, as evidenced in part by an mcrease from 
$88,000,000 on August 31, 1939, to $201,000,000 on 
September 30,1941, in the gold reseives reported by the 
Bank of Java. 

The lend-lease agreement Avith Iceland, announced 
November 21, 1941, also piovides for payments on a 
cash reimbursement basis, but supplementary arrange
ments Avere made whereby the United States supplies 
Iceland with the necessary doUar exchange. Under 
these arrangements the United States undertakes to 
purchase Iceland's fish and fish oU for doUars. The 
dollars are to be used by Iceland to pay for its vital 
requu-ements here, while the fish and fish oil are trans
ferred by the United States to the United Kingdom as 
defense aid. 

All of the other American republics have been de
clared eligible for lend-lease assistance, and lend-lease 
agreements have been concluded or are in process of 
negotiation Avith a number of them. The agreements 
made thus far provide that some part of the cost of the 
defense articles transferred shall be borne by the 
country receiving aid, the proportion varying according 
to the economic position of the country concerned. 

Vaiious other agreements and arrangements piovid-
mg for economic and financial collaboration with the 
other American republics Avere made in 1941. New 
loan authorizations during the year by the Export-
Import Bank, totalmg $182,900,000, were largely foi 
the Latin American area. 

Included m the Export-Impoi t Bank's loans Avas one 
of $30,000,000 for Mexico, granted as part of a broad 
series of agreements, announced November 19, 1941, 
covermg trade and financial relations with that country 
These agreements also provided for the extension of a 
$40,000,000 credit by the United States StabUization 
Fund, to be used in stabilizing the exchange value of 
the peso, and for the continued purchase of ncAvly 

" On January 6,1942, the Treasury announced tho purchase of an additional $20, 
000,000 of Hold from the Soviet Union At the same time it ^̂  as stated that all of the 
gold agamst the $10,000,000 advance and ttv o thirds of the gold against (ho $30,000,000 
advance had been delivered 

mined sUvor fiom the Mexican Government by the 
United Stales Treasury. 

The financial assistance extended by the United 
States Government, m conjunction Avith the great in
crease in United States purchases of raAv materials and 
other factors, has gieatly aUeviated the dollar exchange 
position of the other American countries, which had 
been subjected to considerable stiam m the early 
months of the Avar. This impiovement is reflected in 
the appreciation of some of the Latin American cur
rencies m terms of the United States dollar. It may also 
account for the declme in gold shipments from the other 
American republics to the United States, which 
amounted to only 55,000,000 in the fiist 9 months of 
1941 as compared with 108,000,000 in the same period 
of 1940. On the one hand, Argentma, haAong rectified 
its trade position Avith the United States by a sharp 
reduction m imports and an even sharper increase in 
exports, has not continued shipments out of its gold 
reserves since the end of 1940 On the othci hand, at 
least two of the principal gold-pioducing countries— 
Mexico and BiazU—appear to be retaining part of 
their ncAV production at home and addmg it to theu 
reserves. 

Finance 
Federal Finance 

Growing expenditure for armaments dominated 
financial developments throughout the whole of 1941 
Within the year the Federal financial statements 
came to reflect a substantia] share of the Nation's 
economic activity, with expenditures of aU sorts 
advancing by December to an annual rate of more than 
30 billion doUars For the year, aggregate budget out
lays rose to 19 biUion doUars, nearly double the 1940 
volume and topping the previous peak of 18 5 billion 
in fiscal year 1919. Moreover, at tho outset of the new 
year, the President announced the Nation's aimaments 
goal- an outlay on wai material in the second half of fiscal 
year 1942 of 17 bUlions, followed by an expenditure of 
56 bUlions in fiscal year 1943. Thus, it became apparent 
that public spending would absorb all financial re
sources that could be made available. 

In a smaU measure, the arms program helped finance 
itself, foi tax yields Avere up sharply, a result m part of 
the higher national income produced directly and 
indirectly under stimulus from the arms expenditure. 
Of moic impoitanco in elevating tax yields, howevei, 
were the higher rates established under the two revenue 
acts of 1940. Of coiu-se, the Eevenue Act of 1941 
advanced tax rates considerably further. However, the 
increased tax liabihties incurred thereby are payable 
for the most part only in 1942; consequently, they Avere 
responsible for only a very small amount of the peak 
8.8-billion-dollar net tax and misceUaneous revenue 
received by the Federal Government m 1941. 
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Despite the advance in tax receipts, the record 
expenditm-es necessitated a 13-bilUon-dollar increase 
in the public debt. In the main, this was financed 
through heavier investment on the part of private 
individuals, corporations, and Government trust ac
counts, but the banldng system was again caUed upon 
to absorb a good share (one-fourth) of the iacrease. 

Treasury Expenditures 

That 1941 was a year of transition between the 
comparatively modest defense effort of 1940 and the 
aU-out war production of 1942 is evident from the 
figures relatmg to Government expenditures. Expendi
tures of direct national-defense agencies advanced about 
9.8 bUlion doUars, one-half biUion more than the 
mcrease in total Treasury outlays. This difference was 
the result of reduced outlay for the agricultural, unem
ployment reUef, and public-works programs, offset 
partially by higher interest payments and by larger 
transfers of funds to special trust accounts As is 
explamed in the introductory section of this review, 
Avar expenditures were accelerated throughout the year. 
In the final quarter such outlays had risen to 4.8 bil
lions, or 74 percent of aU Treasmy expenditures, as 
compared with first-quarter defense spending of 1.9 
bUhon, equivalent to 53 percent of the total. In 
December alone expenditures of agencies concerned 
Avith the militaiy program (other than the Ecconstruc-
tion Finance Corporation) amounted to 1 8 biUion, less 
than a third under the total of such expenditures in 
1940. 

In 1941 the Treasury classified as defense expendi
tures only those arising from appiopriations made 
directly for militaiy purposes. Army, Navy, Maritime 
Commission, Lend-Lease, and the various directive 
agencies To complete the picture of aims activity, 
it is necessary to take account not only of the activities 
of government corporations (discussed below), but also 
of the fact that durmg the year many of the functions 
of regular government agencies Avere reoriented to have 

Figure 32.—Cash Income and Outgo of the Treasury, and 
Excess of Cash Outgo 
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NOTE—Data are plotted on a 3 month moving averige, centered at the second 
month Basic figures for Innuary 1942 were not available in time to compute 
the moving average figure for December 1941 

Source U S Treasury Department 

a direct bearing on the war effort For example, Avhile 
Works Projects Administration expenditures Avere cut 
from 1 4 biUion in 1940 to about one billion in 1941, 
the reduction m "nondefense spending" Avas much 
larger, for nearly 40 percent of the project cost charge
able to W. P A appropriations represented work 
which was mainly mUitary in character. Similarly, 
the agricultural program was changed to encourage 
the production of agiicultural products essential to the 
prosecution of tho war, and the character of National 
Youth Administration and Civilian Conservation Corps 
programs was altered to emphasize defense traming 
and defense projects 

However, it is significant that tho only Treasuiy 
categories of expenditures higher m 1941 than in 1940 
wcic—aside fiom duect armament outlays—interest 
payments and transfers to trust accounts NotAvith-
btanding a change in the composition of the pubhc 
debt Avhich efl'ected a decrease in the computed interest 
rate, the substantially higher gross debt necessitated 
interest payments 70 miUion dollars gicater than pav-
ments in 1940. 

Table 28.—Budget Expenditures by Major Types, Calendar Years " 

[Millions of dollars] 

Major tj pe 

National defense 
Agricultural adjustment program 
Unemployment relict 
Transfers to trust accounts 

Debt retirements 
Another 

Total . -
Total, excluding debt retirement -- - -

1938, 
total 

1,117 
586 

2,383 
217 
919 
62 

2,874 

8,149 
8,097 

1939, 
total 

1,358 
967 

2,181 
202 
971 
53 

3,210 

8,941 
8,888 

1940 

First 
quarter 

425 
317 
473 

10 
202 
51 

744 

2,263 
2,202 

Second 
quarter 

491 
173 
493 
33 

384 
59 

742 

2,375 
2,316 

Third 
quarter 

621 
192 
432 
101 
188 
16 

689 

2,299 
2,283 

Fourth 
quarter 

1,146 
303 
438 
38 

303 
17 

630 

2,875 
2,858 

Total 

2,683 
1,014 
1,837 

243 
1,070 

144 
2,805 

9,803 
9,659 

1941 

First 
quarter 

1,901 
272 
442 

77 
190 
11 

607 

3,596 
3,585 

Second 
quaitcr 

2,412 
110 
428 
49 

424 
20 

561 

4,004 
3,984 

Third 
quarter 

3,404 
103 
346 
189 
203 
45 

756 

5,046 
5,001 

Fourth 
quarter 

4,810 
243 
320 
64 

323 
25 

723 

6,507 
6,482 

Total 

12, 627 
72b 

1,636 
379 

1,145 
100 

2,737 

19,153 
19, 053 

' General and special accounts, basis of the Daily Treasury Statement Classifications are those currently published in tho SURVEY OF CtiKBENT BUSINESS 
notes, see page 24 of the No\ ember 1911 issue 

Source Dailj Statement and Bulletin of the Trcasur> Department. 

For detailed 
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Transfers to trust accounts were 379 million as com
pared with 243 mUlion in 1940, largely because of 
funds provided for the Sm-plus Marketing Admmistra-
tion, whose operations recently were put on a trust 
account basis by the Treasury.'^ 

Treasury Receipts 

As a result of tho combined effects of a higher 
national income and the higher tax rates established 
under the revenue acts of 1940 and 1941, total Treasury 
receipts (including about 800 mUlion dollars directly 
transferred to the old-age and survivors insurance 
trust fund) increased nearly 50 percent over the cor
responding 1940 figure to a recoid level of 9.6 billion 
doUars. 

I t must be remembered that income and excess 
profits tax collections, since such taxes are payable in 
the current year on income received in the previous 
year, reflected neither the 1941 level of activity nor 
the higher rates established under the Eevenue Act 
of 1941 Hence the substantial advance in income 
tax receipts Avas due mainly to the rates provided by 
the 1940 revenue acts, although the income gain 
achieved in 1940 Avas also a relevant factor Legisla
tion m 1940 relating to personal income ta.xes had 
reduced exemptions 20 percent and increased effective 
surtax rates in certain brackets; the corporation income 
tax structure also had been modified both by an in
crease in tax rates and by the imposition of an 
excess profits tax In addition, provision had been 
made for a special defense tax equal to 10 percent of 
the regular computed income tax. 

Largely as a i esult of this legislation individual income 
tax collections increased to 1 6 bUlion doUais, as com
pared Avith the 1940 level of slightly moie than one 
billion An even larger advance Avas repoited for 

" Trust account transfers are included in the expenditures figures in tible 28 in 
order to preserve consislency with the basic source of the data However, as shown 
in detail below, the figures do not reflect m themsehcs the full efloct of operations 
conducted through trust accounts and other special funds, such as the checking 
nccounts of governmental agencies During the year, expenditures from these 
funds exceed receipts by slightly more than one billion dollars, largely because of 
checliing account transactions of emergenc> defense corporations 

coipoiate income and other profits taxes, including 
327 million dollars of excess profits taxes, for which 
there were no comparable 1940 collections. These 
receipts were doubled to a total of 2 6 bUlion dollars 

MisceUaneous internal revenue—^mostly excise taxes— 
continued to be the largest single revenue category 
as receipts expanded to 3 4 billion from 2 6 billion m 
1940. Par t of this increase again Avas produced by 
higher tax rates. The expansion shown in table 29 for 
the final quarter, however, was the joint result of the 
new rates mtroduced by the Eevenue Act of 1941 and 
the payment at that time of the bulk of the capital 
stock tax (256 mUlion dollars out of a total of 279 
miUion) Also included as part of miscellaneous reve
nue were the estate and gift taxes These yielded 400 
miUion in 1941. 

Customs receipts likewise experienced a marked in
crease m keeping with the expansion of imports. Im
port of high-duty goods was particularly heavy (the 
metals and wool are outstanding illustrations); so total 
receipts advanced to 438 million doUars, about a third 
higher than the previous year. Part of this increase 
Avas illusory, however, for a substantial share of the 
levenue was received from imports of strategic and 
other materials made by the Government itself through 
such agencies as the Metals Eeserve, Eubber Eeserve, 
and Defense Supplies Corporations 

A final category of tax receipts mcludes those pro
duced by the social-security and railroad-employment 
taxes. The expansion of busmess activity in 1941 
elevated the aggregate of this revenue to 1,036 mUlion 
doUars' (the 1940 total was 873 niUlion) Excluded 
from the Tieasury's "net" leceipts, but included in the 
above figuies, is an amount equal to the collection of 
social secmity employment taxes (i e., excluding the 
Federal share of unemployment insurance taxes) less 
reimbursements to the general fund for admmistrative 
expenses. These funds are automatically appropriated 
to the Federal old-age and survivors insurance trust 
fund, and hence are not available for financing regular 
gOA^ernment functions except insofar as the trust fund 
provides an mtemal market for public-debt issues. 

T a b l e 29 .—Budge t R e c e i p t s by Major Types , C a l e n d a r Y e a r s 
[Millions of dollars] 

Major typo 

Corporation income and excess profits taxes ' 

Individual income taxes _.. -

Miscellaneous internal revenue --

Other receipts -
Adjustment 2__ -

Total receipts -
Less Net appropriation to Federal old age 

and surx ivors insurance trust fund 

1938 
total 

1,370 
1,244 

602 
2,208 

309 
180 
14 

5,993 

343 
5,060 

1939, 
total 

977 
873 
783 

2,306 
333 
210 

3 

5,485 

666 
4,919 

1940 

Fust 
quarter 

364 
420 
262 
622 
90 
03 

- 8 

1, C93 

135 
1,558 

Second 
quarter 

325 
230 
200 
570 
81 
94 

-17 

1,488 

135 
1,353 

Third 
quarter 

317 
198 
206 
796 
71 
52 
3 

1,644 

166 
1,48S 

Fourth 
quarter 

336 
188 
208 
717 
87 
54 
1 

1,591 

156 
1,435 

Total 

1,330 
1,030 

873 
2,606 

330 
263 

-21 

0,416 

582 
5,834 

1941 

First 
quarter 

090 
679 
273 
676 
105 
173 
10 

2,612 

165 
2,418 

Second 
quarter 

706 
361 
239 
760 
128 
236 
- 6 

2,421 

185 
2,236 

Third 
quarter 

602 
314 
255 
812 
107 
61 

- 6 

2,145 

201 
1,944 

Fourth 
quarter 

030 
277 
269 

1,122 
97 
63 

- 2 5 

2,433 

212 
2,222 

Total 

2,634 
1,622 
1,036 
3,376 

438 
633 

-27 

9,612 

763 
8,849 

I Includes miscellaneous profits taxes unjust emichment tax, declared value excess profits tav, and the limiting provisions of tho Vinson Act 
' Intel nal revenue data represent collections, whereas other data (mcluding totals) represent Tieasurj receipts Duo to shght time and eo\orago dilloronces, there is a 

discrepancy betnocn reported eolleel ions and reported receipts equal to the undistributable adjustment sho« n hero 
Source, Daily Statement and Bulletin of the Treasury Department 
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Nontax receipts, heavUy influenced by the return of 
certam funds by government corporations, mcreased 
from 263 mUUon m 1940 to 533 milhon m 1941 

The Revenue Act of 1941 and the 1943 Budget. 

A financial development of considerable importance to 
which some leference already has been made was the 
passage of the Eevenue Act of 1941. Origmally this 
was designed to expand Federal tax receipts to two-
thirds of the total anticipated expenditures. To this 
end, a combmation of new taxes and upward rate 
revisions Avas installed to yield (at the mcome level 
expected to prevaU m 1942) between 3.5 and 4 biUion 
doUars in Treasury receipts HoAvever, though the 
origmal estimates of yields are likely to be surpassed, 
the tremendous increase in war needs is more than 
doublmg the volume of expenditure the Nation is 
preparing to imdertake. 

Under such circumstances further tax revisions are 
required, and the President requested, m his budget 
message at the outset of 1942, legislation to assure the 
addition of 7 bUlion doUars to tax receipts for fiscal 
year 1943. This would raise total receipts to approxi
mately 23 5 billion in the fiscal year 1943 An addi
tional request was made for 2 bUlion in pay-roll taxes, 
to be diverted directly into the social security trust 
fund. Even so, hoAvever, fulfillment of the expenditure 
goal Avould leave tax receipts at considerably less than 
half of the total government outlay. 

Some idea of the evolution in the various sources of 
government funds may be gathered from figure 33, 
which presents actual total budget expenditures and 
net budget receipts by major types for the past 4 years, 
as Avell as estimates contained m the current budget for 
the fiscal years 1942 and 1943. 

T a b l e 30 .—Est imated C h a n g e i n Yields of V a r i o u s Taxes 
U n d e r R e v e n u e Ac t of 1941 ̂  

[Millions of doUars] 

Item 

Corporation income taxes 
Normal tax — 
Surtax 
Excess proflits tax 

Total corporation incoma taxes . 
Individual mcome taxes -— 

Total income taxes 
Miscellaneous internal revenue. 

Capital stock tax 
Estate tax 
Gift tax --
Manufacturers and retailers excise taxes '-
Miscellaneous taxes -

Total miscellaneous internal revenue '-

Grand total'-

Amount 

-493 3 
763 1 

1,112 3 

1,382 1 
1,144 6 

2, 526 7 

22 3 
141 6 
16 0 

499 1 
347 7 

1,026 7 

3,553 4 

' Compiled by the U. S Treasury Department, Division ot Research and Statis
tics All estimates show full year effects Estimates for corporation and individual 
income taxes are based on levels of income estimated for calendar year 1941, all other 
estimates are based on income levels estimated for Bscal year 1942 

' Excluding 47.5 milhon dollars nonrecurring floor stock taxes 

NeAV tax legislation wiU undoubtedly modify the 
Federal tax structure in many unportant aspects. In 
this regard the President lequested in his 1942 budget 

message a continuance of the trend towards more pro
gressive taxation However, also to be considered were 
the anti-mflationary aspects of the tax system, these to 
supplement, but not supplant, revenue and equity 
considerations 

The Eevenue Act of 1941 had foUoAved progressive 
lines In general, income taxes, both corporate and 
personal, had been sharply advanced, and heavy ex
cise duties had been placed on a large number of com
modities, particularly consumer durables. Besides 
lowering peisonal income exemptions (thus increasing 
the number of taxpayers), tax rates Avere raised rela
tively for the low and middle income groups, Avith 
surtaxes being increased and extended all along the 
line Bates of the excess profits tax were also 
advanced, though changes were not marked. The 

Figure 33.—Budget Receipts and Expenditures of the Federal 
Government 
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from "The Budget of tho United States Government," 1913 

net effect of these alterations on the revenue expected 
to be received in fiscal year 1942 is shoAvn in table 30.'^ 

The Rising PubUc Debt 

The tremendous giowth of arms expenditures made 
necessaiy a near-record addition to the public debt. 
By the end of the year, the debt outstandmg had 
reached 58 biUion doUars, an increase of nearly 13 
biUion. The regular budget deficit of about 10 2 
bUlion was augmented by 1.1 bUlion in excess of expend
itures in trust, checkmg, and misceUaneous accounts, 
and by an increase in the general fund balance of 1.6 
biUion. Table 31 shows a reconciliation of the budget 
deficit to the increase in the public debt for 1941, and 
estimated figures for the fiscal years 1942 and 1943 
as eiven hi the 1943 budget. 

In addition, the volume of outstandiag obligations^ 
guaranteed by the United States (exclusive of those 
OAvned by the Treasury) increased by 410 mUlion. In 
October the financing of government corporations Avas 

'• For more detailed discussion of the Kevenuo Act of 1941, seo Survey of Ourrcnk 
Business, October 1941, pp. 4-6 
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integrated with general Federal financing. Whereas in 
the past the various corporations floated their obliga
tions on the open market, the new procedure caUs for 
Treasury purchase of aU such new issues and refunding 
of matured issues with Treasury obligations. The effect 
of this will be to mcrease the proportion of the total public 
debt Avhich is in the form of duect Federal obligations 
and to decrease correspondingly outstandmg guaranteed 
issues. Only one such transaction occurred during the 
past year; on November 1, Treasury notes m the 
amount of 503 mUlion were exchanged for an equivalent 
amount of maturing notes of the Reconstruction Finance 
Corporation and the Commodity Credit Corporation. 
The 1943 budget shoAvs that purchases and refundings 
of securities of government corporations wiU amount to 
3 biUion m fiscal 1942 and 4.4 bUlion in fiscal 1943. 

Table 31.—Factors of Increase in the Public Debt, Calendar 
Year 1941, Fiscal Years 1942 and 1943 

[Millions of dollars] 

Item 

Budget expenditures, excluding debt retirement. 
Net receipts - - —-

Excess of budget expenditures -— 
Trust accounts, e t c , excess of expenditures '-, 
Increase m general fund balance 

Increase m the public debt -
Public debt, beginning of year 
Pubhc debt, end of year 

Calendar 
year 1941 

19,053 
8,848 

10,205 
1,078 
1,C30 

12,913 
45,025 
57,938 

Fiscal year 

1942 

30,676 
11,944 

18,632 
3,027 

21,651 
48,961 
70,612 

1943 

58,928 
23,487 

35,441 
4,355 

13 

70,012 
110,421 

' Reflects effects of financing government corporations through the Treasury 
Department 

Source Daily Statement of the U. S. Treasury and 1943 Budget. 

The increase in the public debt was of necessity 
largely financed by publicly offered securities. WhUe 
the net investment of trust fund accounts—^principaUy 
the two social security accounts—amounted to 1,612 
mUlion as compared Avith 1,138 miUion in the previous 
year, there stiU remained 11.4 biUion to be raised from 
nongovernmental sources. Fmancing Avas facUitated 
somewhat by the issuance of a new series of tax antici
pation notes, sales of which returned 2,471 mUlion. 
These notes were first oft'ered August 1, and by the 
end of that month sales had amounted to more than 
one biUion doUars. 

On May 1, the sale of United States savings bonds 
Avas discontinued, and in their place 3 series of defense 
bonds were offered. In addition to Series E, which is 
in effect a continuation of the old savings bonds, an 
offering was made of 2 entu-ely neAV series designed 
primarUy for large investors. Net sales of these bonds, 
plus net sales of savings bonds prior to May 1, amounted 
to 2,945 miUion. 

Subscriptions to special issues, tax anticipation notes, 
and savings bonds thus accounted for over 7 biUion, or 
more than half the increase in outstanding debt. Bond 
and note sales through regular financial and banking 
channels accounted for the remainder. The increase 

m publicly-held bonds other than savings bonds was 
5,454 mUlion. Special national defense notes—^first 
issued in December 1940 and notable for their low 
mterest rate (% percent) m spite of the fact that the 
mterest income is fully taxable—^increased by 635 
miUion 

Table 32.. -Composition of the Public Debt as of December 
31, 1940 and 1941 

[Millions of doUarsj 

Item 

Public issues 
Bonds 

Dnited States savings bonds • 
All other bonds 

Notes 
Begular series ._ 
National defense series 
T a \ series 

Bills 

Dec 31, 
1940 

3,196 
28,400 

5,647 
531 

1,310 
5,370 

566 

45,025 

Dec 31, 
1941 

6 140 
33,860 

4,831 
1,106 
2,471 
2 002 
6 981 

487 

57, 938 

Increase 

2,945 
5 454 

—816 
635 

2,471 
692 

1,611 
—79 

12,913 

1 Includmg series E, F, and Q defense bonds after May 1,1941 
Source U S Treasury Department 

In addition theie were 6 major bond issues which 
resulted in Treasury acquisition of 4.2 bUlion in new 
cash and in refundmg of maturing bonds and notes 
amountmg to 2 5 bUlion, with net retirement of regular 
Tieasury notes amounting to 816 mUhon. Toward 

Figure 34.—Composition of United States Government 
Interest-Bearing Public Debt, End of Month 
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the end of the year, weeldy offerings of Treasury bUls 
were made in excess of weeldy maturities. Most of the 
700-mUlion-doUar increase in outstandiag biUs occurred 
after October 15. 

Decline in Interest Rates. 

The Government had little difficulty in satisfying 
its financial requirements in spite of the fact that its 
demands on the money market were the heaviest since 
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the World War. As a matter of fact, the yield on long-
term Treasury bonds feU to a record low in November 
(see figure 38), with the 2>2 percent 1967-72 bonds 
which had been issued in October being quoted at 103}^ 
at the month's end. Tho market broke slightly im
mediately foUoAving our entrance into the war, hoAvever, 
and these bonds, as weU as the 2-percent medium-term 
bonds issued during December, closed the year near par. 

Fmancmg was complicated somewhat by the Public 
Debt Act of 1941 which requires that mterest on all 
Treasury obligations issued after March 1, 1941, be 
fuUy taxable. This provision necessitated a higher 
coupon with respect to new bond and note issues, and 
resulted in lower bids for bUls. The discount rate 
on new Treasury bUls issued after March 1 was about 
0.1 percent, Avhereas bUls had been sold in the recent 
past on a no-yield basis. By the end of the year, how
ever, a substantial reduction in excess reserves at New 
York City combined Avith a continued pressure of de
mand for short-term funds had so tightened the market 
that discount rates on Treasury biUs rose to approxi
mately 0.3 percent. 

With all issues except savings bonds being floated 
during the year at rates beloAV the previous computed 
interest rate and with refunding operations result
ing in the substitution of 2 and 2}^ percent bonds for 
maturing issues bearing coupons of 2% and d% percent, 
the computed interest rate declined from 2 566 percent 
to 2 409 percent. 

Government Corporations and Credit Agencies 

A good share of the Federal Government's financed 
activity is carried on by Government corporations and 
credit agencies, only a part of Avhose financial transac
tions are reflected m the regular budget. Although their 
operations during 1941 were overshadowed by the un
precedented volume of regular budgeted spending, these 
agencies played an important role in economic develop
ments duruig the year. This is particularly true of the 
so-called national-defense corporations, which, as sub
sidiaries of Reconstruction Finance Corporation, have 
the primary function of sponsormg essential projects 
Avhich are not suited to private financing because of the 
risk involved or because of their necessary integration 
with the over-aU defense piogram. 

As of September 13, the latest date for which pub-
Hshable figures are avaUable, defense commitments by 
these corporations and by the Reconstruction Finance 
Corporation itself had been made involving 3,915 
mUlion dollars as foUows: 

MtlUon^ Of 
dollars 

Rubber Reserve Corporation 210 
Metals Reserve Corporation 970 
Defense Supplies Corporation 207 
Defense Plant Corpoiation 2, 042 
Defense Homes Corporation 12 
Reconstruction Finance Defense Loans 474 

The first 3 corporations are engaged primarUy m im
porting strategic and critical materials. The Defense 
Plant Corporation, on the other hand, finances domestic 
industrial facUities upon the recommendation of defense 
agencies and leases them to private operators. While 
title is retained by the corporation, provision is often 
made for purchase at the end of the emergency at the 
option of the lessee. The Defense Homes Corporation 
finances residential construction in congested defense 
areas, whUe Reconstruction Finance Corporation de
fense loans are made on both short- and long-term bases 
to supplement private financing of business organiza
tions engaged in national defense Avork. 

Table 33 presents some salient balance sheet statis
tics for aU Government corporations and credit agencies 
as of December 31, 1941. Excluding inter-agency trans
actions, total assets of these agencies increased by 2,160 
miUion over a year earlier, AvhUe their liabUities, exclu
sive of obligations OAvned by other Government agencies 
and the Treasury, advanced by 239 mUlion 

Tho greatest increases of assets wore those of cor
porations and agencies directly concerned with the 
war program, and—in contrast to the normal situa
tion—substantial holdiags of tangibles Avere reported. 
Thus, assets of the 5 Reconstruction Fmance Cor
poration subsidiaries listed above increased by 757 
mUlion as a result of their stockpiling and defense 
construction activities. Assets of the Maiifcime Com
mission, consisting for the greater part of ships building 
or contracted for, rose about 539 mUlion, AvhUe ex
pansion of power resources in the Tennessee Valley 
was largely responsible for an advance of 104 mUlion 
in the property holdings of the Tennessee VaUey 
Authority. Commodity Credit Corporation holdings 
of agricultural commodities, principally Avheat, in
creased so greatly that a 47 mUlion doUar decline in 
crop loans Avas more than offset, leaving a net increase 
m assets of 347 mUlion. 

On the other hand, with the exception of the Re
construction Finance Corporation, lendmg agencies 
in general changed their asset position but little. In 
some instances—the Home Owners Loan Corporation, 
for example—holdings were actuaUy curtaUed. 

Of the total increase in liabUities, only about 7 
percent represented an increase in outstanding guaran
teed obligations, the balance being accounted for mainly 
by reserve accounts or by liabUities on account of con
tractors' commitments for future performance. NCAV 
fund requirements of the Commodity Credit Corpora
tion and the Reconstruction Finance Corporation prior 
to October, requu-ed the issuance of ncAV guaranteed 
obligations of about 1.2 bUlion. However, Home 
Owners Loan Corporation and United States Housiag 
Authority issues amounting to 303 miUion were retired 
on maturity and other guaranteed obligations Avere 
replaced with Treasury notes in the amount of 503 
mUlion on November 1. Thus, there Avas a net increase 
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in outstandmg debt guaranteed by the United States 
amounting to 411 mUUon dollars, bringing the total of 
such debt to 6.4 billion. 

Table 33.—Salient Balance Sheet Statistics, All Govern
mental Corporations and Credit Agencies, as of Dec. 31, 
1940 and 1941 

[Millions of dollars] 

Item 

Assets 

Liabilities and reserves 
Obligations guaranteed by the United States . . . 
Other -

Total liabilities and reserves „ -

Proprietary mterest 
Owned by the United States 
Privately owned -

Tota] proprietary interest 

Dec 31, 
1940 

10,887 
2,374 

13,261 

5,948 
3,339 

9,237 

3,559 
415 

3,974 

Dec 31, 
1941 

11, 539 
3,882 

15,421 

6,359 
4,167 

10, 526 

4,464 
431 

4,895 

Net 
change 

+652 
+1,608 

+2,160 

+411 
+828 

+1,239 

+905 
+16 

+921 

Source Daily Statement ol the United States Treasury 

Banking Developments 

As was suggested above, the banlis again absorbed 
a large part of the mcreased pubUc debt during 1941. 
This was not the only manner in which the growth of 
the arms program mfluenced banking, however. Heavy 
inventory mvestment and sizable private capital forma
tion, both of Avhich Avere either directly incident to the 
mUitary piogram or created as a iesult of conditions 
produced by it, led to a very substantial advance m 
business loans. 

Moreover, these asset gains, m combmation Avith an 
upward revision of reserve requu-ements, a smaller gold 
infloAV, and iacreased money in circulation, aU weie 
instrumental in halvmg the volume of excess reserves. 
Nevertheless, at the year's end the banking system still 
held reserves exceeding 3 bUlion dollars, capable under 
existing requirements of suppoitmg a further credit 
expansion of considerable size. 

Growth of Loans and Investments. 

Altogether, loans and investments of all Federal 
Reserve member banks increased approximately 6.2 
biUion doUars during 1941. Roughly half of this 
expansion consisted of additions to govermnent bond 
portfolios; so that at the end of the year member banlvs 
held Federal issues totaling about 19.2 bUlions, or 46 
percent of the marketable public debt. HoAvever, only 
about one-fourth of the additional debt created m 1941 
was absorbed by the banks. 

The balance of the increase in loans and investments 
consisted ahnost entu-ely of commercial and industrial 
loans. A survey made by the Federal Reserve Board 
in AprU shoAved that about two-fifths of all such loans 
subsequent to July 1940 had been made to mdustries 
engaged heavUy in production related directly or indi

rectly to the armament program, and there is evidence 
that approximately this same ratio held through the 
second and third quarters. However, the growing 
magnitude of the war program, plus priority restric
tions which operate to curtaU ahnost aU nonessential 
investment, undoubtedly wiU increase the proportion 
of bank loans required to finance investment related 

Figure 35.—Loans and Investments of All Member Banks on 
Call Dates, End of June and December 
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cated by a break m the curve "Total Loans and Investments" include all types 
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Source Board of Governors of the Federal Eeserve System. 

to the armament program, even though the rate by 
which the aggregate of loans has been expanding 
should be curtaUed. 

Table 34.—Loans and Investments of Weekly Reporting 
Member Banks, 1940-41 

[Milhons ot dollars] 

Item 

Commercial, industrial, and agricultural loans 
Loans for purchasmg and carrying securities 
other loans . 

Total loans -

Investments in U S. Government obligations 
other mvcstments 

Dec 31, 
1940 

5,018 
1,049 
3,323 

9,390 

12,462 
3,675 

16,137 

25,527 

Dec 31, 
1941 

6,728 
959 

3,683 

11, 370 

15,049 
3,666 

18,715 

30,085 

Net 
change 

+1,710 
- 9 0 

+360 

+1,980 

+2,587 
- 9 

+2, 578 

+4,558 

Source Board of Governors of the Federal Eeserve System. 

The rise in loans and investments was the dominant 
factor accounting for an expansion of deposits. De
posits in Aveekly reporting banks (mcluding United 
States Government deposits) increased 2.4 billion doUara 
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durmg 1941, bringing the total of such deposits to over 
25 biUion at the close of the year. In conjunction with 
the larger amount of money m circulation, the expansion 
of demand deposits brought the volume of liquid funds 
to a level far higher than any previously attained. 

Decline in Excess Reserves. 

The expansion of deposits required an addition to 
reserves of more than 800 miUion doUais. Fm-ther-
more, reserve requh-emcnts themselves were raised to 
the maximum permitted under existmg legislation: 26 
percent for central reserve city banks, 20 percent for 

Figure 36.—Demand Deposits, Adjusted, and Index of Annual 
Rate of Turn-Over of Demand Deposits, Adjusted for 
Seasonal Variations, in Reporting Member Banks in 101 
Leading Cities, and Money in Circulation 
1919 25 = 100 BILLIONS OF DOLLABS 

I93S I93S U38 

NOTE —Data for "Demand Deposits, Adjusted," represent deposits other than 
interbank deposits and United States Government deposits, less cash items re
ported as on hand or in process of collection, figures are for Wednesday nearest the 
end of each month Data for "Annual Eate ot Turnover of Demand Deposits" 
are based upon the relation between debits to individual accounts and demand 
deposits m reporting member banks m 101 leading cities, the base period for the 
mdex IS a daily average for the years 1919 through 1925. Data for "Money in Cir
culation" are as of the end of each month 

Somrces Demand Deposits, Adjusted, Board of Governors of the Federal Eeserve 
System Annual Rate of Turn Over ot Demand Deposits, Federal Eeserve Bank 
of New York, Money m Circulation, V S Treasury Department 

reserve city banks, and 14 percent at country banks. 
This action Avas made effective November 1 and in
creased requu-ed reserves by nearly 1 2 biUion dollars. 

Excess reserves were reduced further by an actual 
drain on reserve balances as a result largely of an un
usuaUy great demand for more circulating media which 
Avas not offset by new funds. Increased transactions 
incident to higher busmess activity was the main factor 
in expanding money in circulation by the record sum of 
2.4 billion to an aggregate of 11.2 bUlion at the end of 
the year. In recent years new funds from additions to 
the monetary gold stock have been more than ample to 
take caie of the steadily rising volume of money in 
circulation; however, for reasons set forth below in the 
section on mtcrnational finance, monetary gold in
creased by only 741 miUion in 1941 as compared Avith 
4.4 bUhon in 1940. Other factors affectmg the level 
of excess reserves are shoAvn in table 35. 

New York city banks lost reserves to a somewhat 
greater degree than other banks, a circumstance which 

contributed to a slight hardenmg of money rates 
toward the year end. However, reseives still Avere dis
tributed widely and fairly evenly. 

Table 35.—Factors AfEecting Total and Excess Reserves of 
Member Banks, 1941 

[Milhons of dollars] 

Item 

Factors of increase 

Federal Eeserve bank credit outstanding 
Nonmember deposits and other Federal Reserve 

Total 

Factors ot decrease 
Treasury cash 
Treasury deposits with Federal Reserve banks . . 

Total -

Reserve balances.-
Requu-ed reserves 

Deo 31, 
1940 

21,995 
3,087 
2,274 

2,016 

2,213 
358 

8,732 

14, 026 
7,411 

6,615 

Dec 31, 
1941 

22,737 
3,248 
2,361 

1,651 

2 215 
867 

U, 160 

12,450 
9,365 

3,085 

Net 
change 

+742 
+161 
+87 

—365 

+625 

+2 
+499 

+2,428 

+2,930 

-1,576 
+1 , 954 

- 3 , 530 

Sources Board of Governors of the Federal Beserve System 

Interest Rates and Security Markets. 

One of the most significant financial developments of 
the year was the stabUity of interest rates. Even in the 
face of a record capital formation, the structure of rates 
did not change widely, and those advances which did 
occur were not of an important magnitude 

Figure 37.- -Monetary Gold Stocks and Member Banks 
Reserves, End of Month 
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The high grade bond market, for example, main-
tamed its strong position throughout the year. After a 
smaU increase during the first few months, bond yields 
declined steadUy through November. HoAvcver, foUoAv-
ing the declaration of War on December 7, and again 
after the Treasury's heavy demands for ncAV funds in 
the middle of that month, yields rose slightly and it 
appeared, as the year ended, that the low point of 
long-term interest lates had been reached The minor 
break in the Government bond market after our entrance 
into the War was quickly arrested by Fcdcrnl Reserve 
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purchases; it is inteiesting to note that these purchases 
amoimted to only 59 million dollars as compared with 
pm-chascs of over 400 miUion after the outbreak of the 
War in Euiope in September 1939. 

The spread between high- and loAV-grade bonds con
tinued to narroAV, with the position of municipals im
proving relative to partially tax-exempt Government 
bonds because of tho higher surtax rates imposed by the 
1941 Revenue Act. 

Figure 38.—Yield of Corporate Bonds by Ratings and of U. S. 
Treasury Bonds 

PERCENT YIELD 
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1 In the rating classification followed by Moody's Investors Service, Aaa indicates 
bonds w hicli are and may be expected to remain tho most conservative type of invest
ment Such bonds will tend to fluctuate in price with fluctuations of the prexailing 
long-term intercut rates Bonds rated A have distinct investment Qualities, but do 
not have the elements of strength which would necessarily prevent their intrinsic 
worth from being affected by some special development while those rated Baa have 
definitely less of an investment and more of a speculative chaiactcr Each group 
includes a representatn e numhei of bonds 

Sources Corporate Bonds, Moody's Investors Service, Government Bonds, U S 
Treasury Department 

Short-term commeicial and financial rates icmamed 
steady. As has been mentioned, Treasury lates on new 
bills increased moderately m March because of neAV 
tax provisions, and rose rather shaiply in NoA'-cmbei, as 
did tho yield on notes 

Lower Stock Prices. 

One of the very few sectors of the economy AVIUCII did 
not record some improvement during 1941 Avas the stock 
market. NoUvithstanding one of the heaviest piofit 
volumes in business history and the largest dividend 
payment since 1937, the average of aU stock piices on 
the New Yoik Stock Exchange actuaUy was 15 percent 
loAver m December 1941 than a year cailicr. As com
pared with 1937, the December average had declined 
one-third, and it was doAvn by tAvo-thiids Avhon con
trasted Avith the average for the AÂhole of 1929. 

Traders and investors Avore moie impressed with the 
uncertainties of the busmess future than with the current 
piofit record, and oiUy 170 million shares Avere trans
ferred on the NeAV York Stock Exchange, the loAvest 
amiual volume since 1918. The bicak m the market 
after our Declaration of War Avas only of minor signifi
cance in the general movement doAviiAvard throughout 
tlic year Falling stock prices and increasing dividend 

payments combined to increase the average yield on 200 
common stocks (as computed by Moody's) from 5.7 
percent in December 1940, to 7 3 at the end of 1941 

Figure 39.—Indexes of Industrial Stock Prices, Corporate 
Bond Prices, and Quarterly Profits of Industrial Corpo
rations 
1935 - 39 - 100 
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' Data do not include public utility or railroad companies Data lor corporate 

profits for the fourth quarter of 1941 were not avadablo in time to mclude them m 
this chart 

' Data include industrial, public utility, and railroad companies 
Sources Stock indot and basic data from which bond index was computed. Standard 

and Poor's Corporation, basic data from which profits index was computed, 
Federal Reserve Bank of New York 

Relatively Small Volume of Corporate Issues. 

The capital maikets reflected the extensive lole 
played by Government investment in the growth of 
capital during the past year. Coiporate issues for iieAv 
capital amounted to slightly more than 1 bUlion duiing 
the year. WliUe this volume Avas lugh compaied to 
flotations in the iccent past, it was exceptionaUy low 
for a period of lapid expansion, failing to reach the levels 
attained in either 1936 or 1937. In addition to public 
financing of capital plant, business has relied to an 
inci easing extent on mtcinal financing made possible 
by the accumulation of idle balances duiing the past 
6 or 7 yeais. 

Railroads and public utilities contmued among the 
heaviest boiiowers fiom the organized corporate capital 
maikets, accounting for over 60 percent of the new 
capital issues Avith a single offermg m August—m 
excess of 200 million doUars—by American Telephone 
and Telegiaph domuiatuig the year. 

In spite of dcclming bond yields, refundmg opera
tions Avere slightly lower in volume than in the preced
mg 2 years, aggregatiog a little more than 1.5 biUion, 
Avith over tAvo-thirds of the total taking place m the 
first 6 months. A large iJi-oporlion of the long-tciin 
capital charges have by now been adjusted to the low 
interest rates which Avcre provided m the past few 
years. 

Muiucipal flotations dropped to 935 milhon, the 
lowest aggregate since 1937; furthermore, only 516 
niUlion of this represented new money, as many cities 
took advantage of the favorable position of municipal 
obligations in the bond market and reduced their 
interest costs through refunding. 


